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Towards a Secure and Fast Recovery

Indonesia Economic Prospects

Executive summary: Towards a secure and fast recovery

The Indonesian economy is slowly recovering fol-
lowing the partial reopening of the domestic and
global economies. Indonesia and the global economy
were severely affected during the second quarter of this
year by mobility restrictions and other public health
measures introduced to contain the COVID-19 pan-
demic. Global economic growth and trade picked up
during the third quarter as countries reopened partially
and deployed unprecedented policy support to fight the
pandemic-induced recession. Indonesia’s economy also
appears to be slowly recovering (growth contracted by
3.5 percent yoy in the third quarter against a 5.3 percent
yoy contraction in the second quarter) driven by a pat-
tial recovery in consumption — including a significant
increase in public spending — investment and net ex-
ports. But the impact of the crisis is lingering with do-
mestic demand still significantly weaker than before the
crisis (2.8 percent below its 2019 level as of September).

But the pace of recovery is uneven across sectors.
Contact-intensive sectors — where jobs are less amena-
ble to tele-work and that rely more on face-to-face in-
teractions including with customers (such as transport,
hospitality, wholesale and retail trade, construction,
manufacturing) — were hit particularly hard and have
only partially recovered. Less contact-intensive sectors
such as finance, education, communication and tele-
communication were more resilient. Sectors more ex-
posed to foreign demand (such as mining and manufac-
turing) were partially shielded by the recovery in trade
and some commodity prices from their lowest levels in
mid-2020.

Several labor market indicators are significantly
weaker than before the crisis. The National Bureau
of Statistics (BPS) estimates that about 5.1 million peo-
ple (2.5 percent of the working age population) have
become unemployed or exited the labor market and an-
other 24 million individuals (11.8 percent of the work-
ing age population) are working reduced hours due to
COVID-19. The unemployment rate rose by 1.8 per-
centage points to 7.1 percent and the underemployment
rate increased by 3.8 percentage points to 10.2 percent
in the third quarter compared to the year before. In Au-
gust, between 35 and 50 percent of workers reported
earning less than before the crisis (World Bank, 2020d).

The monetary response to the crisis has been
strong but involves macro-financial risks that need
to be managed. Bold and ambitious central bank re-
sponses in advanced economies and emerging markets
have eased global financial conditions and stabilized

December 2020

capital flows. This in turn has allowed the Rupiah to re-
cover and inflation to remain low amid weak domestic
demand and energy prices. Bank Indonesia (BI) loos-
ened monetary policy and deployed a large local cur-
rency government bond purchase program to further
stabilize the economy and help finance the fiscal deficit
BI government bond purchases reached 1.8 percent of
GDP in August compared to 1.7 percent of GDP on
average among emerging markets. BI bond purchases
helped maintain financial stability amid high capital
flight to safety in March and contributed to lowering
long-end local currency government bond yields. But
the program involves macro-financial tradeoffs and
may heighten concerns about the credibility and effec-
tiveness of monetary policy if not kept time-bound, well
calibrated and communicated.

The fiscal response to save lives and livelihoods
and stimulate the recovery has been decisive. Al-
beit relatively low compared to peer countries,
public debt is rising, and the fiscal space risks
tightening in the absence of reforms. The imple-
mentation of the COVID-19 fiscal package has faced
bottlenecks in some areas, including in the health sec-
tor. But public spending has increased substantially this
year to fight the pandemic and help houscholds and
firms cope with the crisis. The higher spending, reces-
sion-led drop in revenues, and the corporate income tax
rate cuts are widening the fiscal deficit and financing
needs. Public debt is rising (Table ES.1) and interest
payments are projected to increase to 2.4 percent of
GDP per year on average in 2021-2022, compared to
1.7 percent of GDP in 2019, and could increase further
without reforms. A strategy is therefore needed to
maintain the fiscal support for the recovery while meet-
ing medium-term goals.

Notwithstanding the policy response, the current
pace of recovery indicates that Indonesia will finish
this year in recession, the first time in two decades.
Our growth projection for 2020 is revised to -2.2 pet-
cent from -1.6 percent in September (Table ES.1), re-
flecting weaker-than-expected recovery in the third
quarter and part of the fourth quarter and persistent
mobility restrictions and social distancing amid rising
COVID-19 cases.

Nevertheless, simulations show that the govern-
ment’s sizable social assistance (SA) response has
the potential to cushion the poverty impact of the
crisis this year. But improved effectiveness is criti-
cal to meeting the full impact of the SA response.
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World Bank simulations show that without any SA re-
sponse, as many as 8.5 million Indonesians could be
pushed into poverty this year due to the COVID-19 cri-
sis. They also show that the government’s SA package
could significantly mitigate this impact, if fully imple-
mented and perfectly targeted. But initial delays and
difficulties in reaching some affected groups (particu-
larly in the informal sector) has likely reduced the im-
pact of the SA package. The findings also highlight that
many people not initially covered by the SA system have
likely fallen into poverty, particularly those who lost
their jobs or work in highly affected contact-intensive
services sectors. The resulting labor income losses
could increase challenges of food affordability and food
security, particularly among the poor who allocate a
substantial share of their spending to food. Therefore,
the coverage, adequacy and responsiveness of the social
assistance package would need to be continuously mon-
itored and improved to protect the poor and vulnerable.

The Indonesian economy is expected to start re-
bounding in 2021 and to gradually strengthen in
2022. This is predicated on a steady reopening of the
economy in 2021 followed by further reopening and de-
cline in social distancing through 2022 (Table ES.1).
Growth would rebound to 4.4 percent in 2021 driven
primarily by a recovery in private consumption. This as-
sumes that consumer confidence improves, and that
household income losses remain low thanks to im-
proved labor market outcomes and adequate social as-
sistance. Driven by stronger consumption and invest-
ment, growth would strengthen to 4.8 percent in 2022
as confidence improves provided an effective and safe
vaccine is available to a large part of the population.

Table ES.1: The Indonesian economy is projected to re-
cover gradually in the next two years, but uncertainty is

high
(A |
nnua
Rf:v'vt‘f]np percent 50 22 44 48
9 change)
Consumer Gl
L percent 2.8 2.0 2.3 2.8
price index change)
Current ac- (Percent
count bal- of GDP) -2.7 -0.7 -1.4 -2.0
ance
33532?'35'.“ f)Ff’%r‘Be;‘)t 22 60 55 43
ance
ublic debt . 7.5 . .
Public deb gFf’%mDeP”)t 302 3 409 430

Source: BI; Central Bureau of Statistics (BPS); Ministry of Finance;
World Bank staff calculations
Note: 2020-2022 are estimated and forecast figures

December 2020

Indonesia Economic Prospects

Contact-intensive sectors would recover gradually in
2021-2022 but would remain subdued for certain ser-
vices such as tourism. Growth in more export-oriented
sectors such as manufacturing and mining would be
supported by stronger global growth, trade and com-
modity prices.

This baseline outlook is subject to very high uncer-
tainty associated with the dynamics of the pan-
demic in Indonesia and abroad. Growth could drop
to 3.1 percent in 2021 and 3.8 percent in 2022 under a
downside scenario of severe tightening of mobility re-
strictions and increased social distancing in Indonesia,
and weaker global growth and commodity prices.

Indonesia’s medium-term growth performance criti-
cally depends on mitigating the potential negative im-
pacts of the crisis on investment, productivity and hu-
man capital. This requires improving further the effec-
tiveness of the crisis response and advancing structural
reforms to lift potential growth.

Looking ahead the focus for Indonesia is therefore
recommended to be on securing and accelerating
the recovery. A first order priority is to avoid setbacks
due to adverse developments with the pandemic. Public
health remains a top priority to allow the economy to
stay open and to move towards a safe full reopening,.
This requires continued improvement in testing and
contact tracing, and other public health measures as
well as preparation to procure and widely administer an
effective and safe vaccine once it is developed and ap-
proved.

Support to affected households and firms would
need to be maintained until the crisis is under con-
trol and it is important that the policy framework
for the recovery remains evidenced-based, trans-
parent and adaptative. Key challenges for social assis-
tance are to sustain the coverage and adequacy of exist-
ing programs and strengthen mechanisms to identify
and enroll the poor and vulnerable. As the economy
gradually recovers, liquidity support channeled through
the financial sector would need to be re-calibrated and
well-targeted at viable borrowers.

At the same time policies need to take a balanced
view between the need for short-term support and
the necessity of reaching medium-term goals and
mitigating risks. It is important that monetary financ-
ing of the deficit is time-bound, well calibrated and
transparent, and an exit strategy is clearly communi-
cated. The application of loan forbearance measures
would need to be closely monitored and a strategy to
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unwind them developed. On the fiscal side, some well
prioritized tax and expenditure reforms could be imple-
mented to help finance the crisis response and improve
the fiscal space. These reforms could include increasing
personal income taxation among top earners and raising
excises on products with negative health and environ-
mental impact such as tobacco, sugar-sweetened bever-
ages, fossil fuels and single-use plastic bags, and reduc-
ing energy subsidies.

Lastly, this edition of the Indonesia Economic Pro-
spects takes a deep dive into one important pathway for
Indonesia’s recovery and inclusive growth: food secu-
rity.

The COVID-19 pandemic has put food secu-
rity high on the public agenda. Global and national
food markets and supplies remained resilient during the
pandemic, and food prices were largely stable. But many
households experienced food shortages due to labor in-
come losses. The government significantly ex-
panded various social protection programs to help
households cope and embarked on an ambitious food
estates development agenda.

Past policies have expanded domestic food sup-
plies, but at a high cost. Most of the public expendi-
ture in agriculture has been used to provide subsi-
dies, with irrigation and fertilizer subsidies account-
ing for between half and three-quarters of overall cen-
tral government spending. Such a heavy focus on sub-
sidies crowded out the much-needed public expendi-
tures on critical growth drivers such as generation and
adoption of new technologies, extension, processing
and marketing. Consequently, the supply side poli-
cies followed so far have not led to increases in agricul-
tural productivity, diversification and competitiveness
which are key drivers of long-term food security.

Going forward, the main structural food security
challenges for Indonesia relate to improving af-
fordability and nutritional security, especially for
the poorer segments of society. Food prices in Indo-
nesia are among the highest in the region. Apart from
production costs, prices are high due to a range of off-
farm factors like restrictions on domestic and interna-
tional trade and high processing, distribution and mar-
keting costs. Compared to other countries in the re-
gion, the Indonesian diet shows limited diversification
and limited micronutrient availability. For instance, In-
donesia ranks low internationally in terms of vegeta-
ble and fruits consumption per capita. The relatively
un-diversified, low-nutrient diet has significant health,
mortality and socioeconomic consequences. Children
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and the poor are disproportionally affected by diet-re-
lated health conditions, such as stunting and over-
weight problems. Indonesia suffers from high produc-
tivity losses due to food-borne diseases.

Three shifts are recommended to address food se-
curity challenges and modernize the agri-food sys-
tem. First, the food security approach needs to be
broadened to address Indonesia’s needs and realize the
comprehensive food security vision enshrined in the
Food Law. Second, policy goals need to be re-adjusted,
policy instruments re-tuned and the policy scope re-de-
fined. Third, public expenditures need to be reallocated
for a greater and more productive impact.

To implement this broader food security strategy,
policy goals would need to be adjusted to en-
hance: (i) productivity: shifting from an exclusive focus
on increasing output to increasing productivity of crops
and livestock; (i) diversification: transitioning from fo-
cusing on selected crops to towards a diversified agri-
culture that benefits all farmers; and (iif) competitive-
ness: moving away from protecting the domestic mar-
ket with import restrictions to supporting the im-
proved competitiveness of agriculture, and opening up
vast export markets for domestic producers.

Finally, the quality of public spending in the agri-
food system would need to be improved. First, it is
recommended that the large fertilizer subsidies are re-
duced in a phased manner. Instead, these could be re-
deployed for strengthening technical and regulatory
services, which are critical for improving agricultural
productivity, managing production-related risks, reduc-
ing agriculture’s environmental footprint and promot-
ing (demand-driven) agricultural diversification. Sec-
ond, more resources could be allocated to improve ru-
ral and urban infrastructure to improve the marketing
position of farmers, reduce post-harvest losses, and
mitigate food safety hazards. Third, more investment
would be needed in food safety management and other
measures for consumer protection. Finally, it is recom-
mended to re-balance irrigation expenditures away
from investment in new infrastructure to ensure ade-
quate operations and maintenance as well as on-farm
investments to raise irrigation system productivity.

The government could leverage the development
of the agri-food system to advance inclusive
growth. Further = modernization of  agriculture
could boost growth, farm incomes, jobs, exports
and environmental sustainability while delivering more
choice, value, safety and convenience to consumers at
more stable and competitive prices.
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Indonesia Economic Prospects

A. Economic and Fiscal Update

1. A diagnostic of the recovery

a. The economy appears to be slowly turning
around but the recovery is partial and uneven.

The COVID-19 pandemic has forced economies
around the world to shut down and progress to-
wards full reopening has been difficult. Govern-
ments responded to the first wave of infections with
domestic mobility restrictions, border closures, wide-
spread testing, tracing and isolations. Indonesia intro-
duced mobility restrictions in March and started a grad-
ual relaxation in mid-June. Mobility restrictions in In-
donesia were however on average less stringent com-
pared to benchmark emerging market economies
(EME) in Asia and other regions (Figure A.2). Some
countries have been successful at containing the pan-
demic, including some EMEs in the East Asia and the
Pacific (EAP) region!, but cases have risen steadily in
Indonesia (Figure A.3). Countries that did not manage
to “flatten the curve” effectively have in many cases de-
layed their reopening or reintroduced stringent re-
strictions. In Indonesia, the province of Jakarta reintro-
duced mobility restrictions in mid-September, which
were relaxed in phases starting in mid-October.?

The Indonesian economy is suffering from the
COVID-19 through both domestic and external
channels (Figure A.1). On the domestic front, mobil-
ity restrictions and social distancing depressed eco-
nomic activity. Contact-intensive sectors that need em-
ployees at the workplace and face-to-face contacts with
customers are vulnerable to mobility restrictions and

1'The EAP countries are Cambodia, China, Indonesia, Lao PDR, Malaysia,
Mongolia, Myanmar, Papua New Guinea, the Philippines, Thailand, Timor-
Leste, Vietnam and the Pacific Island Countries.

2 The existing evidence suggests that countries that implemented early inte-
grated containment measutres were mote successful at flattening the curve
(World Bank, 2020b). The timing for the lifting of lockdowns have also been
found to be play an important role (IMF, 2020a). But lockdowns have been
less effective in countries with high population density, informality and pov-
erty (Deb, Pragyan, et.al, 2020).
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often the most labor intensive (e.g. services, certain ac-
tivity in manufacturing). On the external front, Indone-
sia is exposed to the COVID-19 shock through trade
and commodity prices as well as investment and port-
folio flows. Economic growth among Indonesia’s top
export destinations contracted by 4.8 percent yoy in the
first half of this year? and 160 countries around the
globe are projected to be in recession in 2020, including
all G20 countries and EMEs except China (World
Bank, 2020a). Several sectors including mining and
manufacturing have significant exposure to foreign de-
mand. Lastly, Indonesia is dependent on capital flows
to finance its fiscal and current account deficits.

Indonesia experienced its deepest contraction in
two decades during the second quarter of this year.
Mobility restrictions around the world led to a rapid and
sharp contraction in global economic activity. Indone-
sia’s economy also contracted as domestic demand fell
(-5.3 percent yoy in Q2 2020 after 3 percent yoy in Q1
2020), but less than in countries that implemented more
stringent lockdowns (Figure A.4)* or that were more ex-
posed to foreign demand (World Bank, 2020b). Within
Indonesia, provinces that experienced increased stay-at-
home — as opposed to mobility to work, commute and
retail places — during the implementation of the mobil-
ity restrictions had a deeper contraction in the second
quarter (Box A.1).> These findings suggest that a sub-
stantial part of the growth performance during this pe-
riod can be explained by increased social distancing and
its negative impact on domestic demand while stronger
net exports supported growth.

3 Indonesia’s top expotts destinations are: China, Japan, United States, In-
dia, Singapore, Malaysia, Thailand, Euro Area and Australia.

+ More generally countries that enforced more stringent lockdowns experi-
enced deeper contractions (IMF, 2020a).

5 While swift and stringent containment policies may induce higher short-
term economic costs, they could reduce the need for future lockdowns and
social distancing and thereby the medium-term economic and social impact
of the pandemic.
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Figure A.1: The COVID-19 pandemic has hit the Indonesian economy through external and domestic channels

Indonesia Economic Prospects
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Figure A.2: Countries had different strategies at tightening mobility...
(Government Response Stringency Index)
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Source: Oxford COVID-19 Government Response Tracker, Wotld Bank staff calculation
Note: The stringency index is a composite measure based on nine response indicators including school closures, workplace

closures, and travel bans, rescaled to a value from 0 to 100 (100 = strictest). Green represents an index of stringency of 33 and below, yellow (33-66) and red
(66 and above).

Figure A.3: ...with varying success at flattening the curve
(Seven-day rolling average of new cases, by number of days since 50 average daily
cases were first recorded, log scale)

Figure A.4: Indonesia’s economy shrank less than EMEs
that implemented tighter mobility restrictions
(GDP growth in 1LHS, percent yoy,; Median value of the mobility stringency index

in Q2 in the RHS)
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Note: The histograms show GDP growth in Q1 to Q3 2020 with values in the
left-hand axis. The dots show the median value of the stringency index of mo-

bility restrictions in Q2 in the right-hand axis.
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The economy appears to be turning around but
partially and at a slow pace (Figure A.5). The eco-
nomic contraction slowed down in the third quarter (-
3.5 percent yoy) driven by stronger net exports and a
substantial rebound in public consumption as govern-
ment pushed to accelerate the implementation of its fis-
cal relief and recovery package. Private consumption
and investment only recovered partially, and domestic
demand remains weak (2.8 percent below its 2019 level
as of September). Social distancing, labor income losses
and precautionary behavior continued to weigh down
on private consumption. Weak economic activity and
high uncertainty led to further decline in investment in
machinery and equipment, highlighting threats to me-
dium-term growth potential.

The recovery is also uneven across sectors. Social
distancing reduces economic activity through lower
production and consumer demand except if goods and
services can be produced and delivered to customers
safely. In this respect, contact-intensity - defined as the
ability of a sector to perform work and serve customers
remotely - contributes significantly to a sector’s resili-
ence to the COVID-19 shock. Less contact-intensive
sectors such as finance, education, communication and
telecommunication have been more resilient (Figure
A.6). But, sectors with a low share of tele-workable oc-
cupations that also depend on face-to-face interaction
with customers contracted more sharply during the sec-
ond quarter (e.g. transport, hotel & restaurant), Figure
A.6. Growth in these sectors remained subdued during
the third quarter, indicating persistent social distancing.
Economically important sectors such as mining and
manufacturing have substantial exposure to foreign de-
mand, at levels comparable to China’s and Malaysia’s
manufacturing sectors.> These sectors were partially
shielded from the sharp contraction by the recovery in
global trade and prices of some of Indonesia’s export
commodities since May (World Bank, 2020c).

¢ Analysis OECD Trade in Value added database shows that the share of
domestic value added embodied in foreign demand (a measure of total ex-
port of final and intermediate inputs) in Indonesia’s manufacturing and
mining sectors are respectively 27 and 55 petcent, respectively compared to
respectively 29 and 67 percent for China’s and Malaysia’s manufacturing
sectors.

7'This is consistent also with results of the World Bank COVID-19 Busi-
ness Pulse Survey in May 2020 (Wotld Bank, 2020¢) which shows that 25
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b. Unemployment and underemployment have in-
creased substantially and many workers report
earning less.

Unemployment and underemployment are signifi-
cantly higher than before the crisis. The National
Bureau of Statistics (Badan Pusat Statistik/BPS) finds
that 5.1 million people (2.5 percent of the working age
population) have lost their jobs and 24 million individ-
uals (11.8 percent of the working age population) are
working reduced hours due to COVID-19, with sub-
stantially larger impacts in urban areas and among men
(Figure A.7). The BPS estimates that the unemployment
rate rose by 1.8 percentage points to 7.1 percent and the
underemployment rate increased by 3.8 percentage
points to 10.2 percent in the third quarter compared to
the year before. However, these figures represent some
partial improvement compared to the second quarter.
The World Bank High-frequency monitoring of
COVID-19 Impacts (Hify) survey shows that the share
of household breadwinners who stopped working
dropped was 24 percent in May compared to 10 percent
in August (Figure A.8).

Many workers report earning less than before the
crisis highlighting threats to poverty and food se-
curity. The Hify survey shows that 47 percent of peo-
ple that were working in August also reported reduced
incomes, with high prevalence across all sectors (Figure
A.8).7 The crisis has also led to increased employment
in part-time and non-salaried work.® Female labor force
participation rose slightly, possibly to compensate for
increased job losses among males.” Despite muted in-
flation, the impact of the ctisis on labor income could
increase challenges of food affordability and food secu-
rity among the poor and vulnerable (Box A.2).

percent firms adjusted working hours as a way to reduce labor cost. 14 per-
cent of firms choose to reduce wages or apply leave without pay and only
12 percent of firms fire their employees.

8 In August 2020, the share of part-time workers among female was 36 per-
cent, and 19.4 percent among male workers.

° Female labor participation increased by 1.3 percentage point in August to
53.1 percent while the male labor participation rate dropped by 0.8 percent-
age points to 82.4 percent.
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Figure A.5: The economy appears to be turning around...
(contribution to GDP growth, yoy)

Figure A.6: ...but at an uneven rate
(LHS shows GDP growth in Q2 and Q3 2020, in percent yoy; RHS shows the
share of jobs that can be done remotely)
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Note: Definition of tele-workable jobs is taken from Dingel and Nieman’s
(2020). Other industry includes construction and utilities (water, sewerage and
electricity and gas). Finance and business services also includes real estate.
Public and social setvices include public administration, education, health

and social services. Averages are weighted by sector share of GDP.

Figure A.7: Unemployment and underemployment have
increased significantly relative to the pre-crisis period
(in million people)

Figure A.8: People have been able to return to work but
many people are earning less
(in percent of housebold breadwinners)

mMale mFemale w»Urban mRural

18
16
14
12
10

o N b~ O

Unemployed

Exiting the
labor force

Temporarily ~ Reduced
not working working hours

u Stopped working (LHS) ® working but earning less (RHS)

60
[ J {1 50
® 1 40
[ J
1 30
120
: : : : : : 0
e O OO s ) O -y
W e (@ T ™ (B il
W N N\ o8 ~ < &
o O e o o ov®
A\ A\
O (<
<@ 5 5\0“3%
o
<e@®
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Source: World Bank Indonesia High-frequency monitoring of COVID-19
Impacts Survey (2020), Round 3 conducted between July and August 2020.
Note: the bars show the share of household breadwinners’ sector of employ-
ment, work status and evolution of earnings in July-August 2020.
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Box A.1: The impact of stay-at-home due to COVID-19 on economic growth in Indonesia

Like in other countries, central and local governments in Indonesia implemented mobility restrictions and mandatory social distancing
measures to contain the spread of the COVID-19 pandemic. Individuals also adopted voluntary social distancing and reduced their
mobility in the face of higher health risk. But there were significant differences in mobility across districts and provinces in Indonesia,
including stay-at-home behavior (Figure A.1.1). Using Google Mobility Report, stay-at-home is defined as mobility to residential areas
as opposed to mobility in workplaces, transit stations, retail stores etc. Cali and Ryandiansyah (2020) use these spatial differences to
assess the relationship between stay-at-home and provincial economic growth.

Figure A.1.1: There are significant differences in stay-at-home behavior across provinces

Legand
o s v
s N oo
B as-m

Source: Cali and Ryandiansyah (2020) using Google Mobility Report.
Note: Stay-at-home is defined as mobility to residential areas. The graph shows the percentage point change in stay-at-home relative to baseline between
February 15 and June 30.

Figure A.1.2: Traditional contact-intensive services and

They find a strong negative relationship between GDP growth and : .
manufacturing were more affected by lower mobility

stay-at-home in a province. A 10 percent point increase in stay-at-

home in a province reduces its GDP growth rate by 6.2 percentage 1.0 -
points relative to a pre-COVID trend growth rate of 5.1 percent (Fig- 05 |
ure A.1.2). This indicates that the increase in stay-at-home between ¥ 0.24
March and June could explain about 60 percent of the growth out- 0.0 : : : : 3 0:32 =
come in Q2 2020.! 05 } 066 % 0628 058

-1.0 F
The relationship between mobility and growth is different across sec- 45 | I -1.26
tors. The elasticity of growth with respect to stay-at-home is larger in ’
absolute terms for more contact-intensive traditional services (such 2.0 ©
as wholesale and retail trade, accommodation, transportation, etc.) as f’a%b 4"9/;% A Soy ’/7e,,}7 4'700'5,,0 9 Ty,
well as for manufacturing and other industries compared to less con- e Sen, K7 %‘9% S@% e
tact-intensive modern services (such as finance, telecommunication “Ces ° ©

and communication, education, health etc.), Figure A.14. The effect oy Ryandiansyah (2020) using Google Mobility Report.

of lower mOblhtY durlrlg COVID-19 on agﬂClﬂmre 1s positive — pO-  Note: The graph shows the 'clasticity of GDP with respect to stay-at-home

tentially due to migration to rural areas — but it is smaller and statisti-  for each sector. Vertical lines represent 95 percent confidence intervals

ca]ly insigniﬁcant around the point estimates. Traditional services include wholesale and re-
: tail trade, accommodation and food service activity, transportation and

storage. Modern services include financial and insurance activity, real es-

tate, telecommunication, education, health, and public administration.

! Between April and June 2020, stay-at-home behavior was on average 13.4 percentage points higher than pre-COVID-19 baseline.
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Box A.2: Food price inflation and household food security

Food price inflation is a major driver of inflation in Indonesia. Food accounts for 33.7 percent of the Consumer Price Index (CPI)
basket and is comptised of raw food (18.9 petcent of the CPI basket), processed food (7.0 percent) and food provision/restaurant
(8.7 percent).! Food price inflation averaged 5.1 percent in 2015-2019 compared to 4.4 percent for energy prices inflation and 4.1
percent for overall inflation. The main driver of food price inflation was raw food, particularly rice, chicken, eggs, onion, garlic, and
chilies. Food prices have also been more volatile than other products and services. Research shows that high food price inflation in
Indonesia is correlated with weather patterns, agricultural production and food import, domestic demand and seasonal factors such
as Ramadan and other religious events.?

Poor and vulnerable households are more exposed to high and volatile food prices. Food accounts on average for 55.3 of household
spending (source: Household Socio Economic Survey, SUSENAS). But the share of food in total expenditure is inversely related to
income. Households in the bottom decile allocate 64.3 percent of their spending to food while the fifth and sixth decile allocate 57.3
percent and the top 20 percent allocates 41.9 percent. The differences are even more striking for staple food such as rice, where the
poorest 20 percent spend 12.2 percent on rice, compared to only 4.1 percent of the richest 20. Poorer households also have higher
incidence of malnutrition which is linked to insufficient caloric intake and health conditions.

Figure A.2.1: Household food expenditure

a. The poorest spend more on food...
(share of housebold expenditure on_food, in percent)

b. ...particularly for staple food such as rice
(share of housebold expenditure on rice, in percent)
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Source: SUSENAS 2019, World Bank Staff Calculation Source: SUSENAS 2019, World Bank Staff Calculation

Figure A.2.2: The pandemic’s adverse labor market impacts

could exacerbate risks on food affordability
(percent of households in May and [uly-Angust 2020)

The COVID-19 shock is exacerbating food security concerns re-
lated to food affordability. Food price inflation has fallen sharply
since March amid weak demand, low commodity prices, a strong

harvest and despite global supply chain disruptions due to 0 r - Stoppfad worlflng
COVID-19 and seasonal factors (Ramadan). But the COVID-19 ol = Experienced income loss
crisis could negatively impact household income and therefore Experenced food shortage
the relative affordability of food both in the short and medium- 50

term. Existing evidence indicate that the shock reduced labor in- 40

come and weakened food security amid the PSBB but that both

have improved as mobility restrictions were gradually lifted, so- 30

cial assistance was deployed, and the labor market partially im- 20

proved (World Bank, 2020d). But job market scarring of

COVID-19 could affect labor income in the medium-term - par- 10

ticularly among the low skilled, women and youth — thereby 0

heightening food insecurity tisks.
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Source: World Bank High-Frequency Monitory of COVID-19 Impacts,
Round 1 and Round 3. The bar on income loss is for individuals who kept
working.

! The CPI weight of food was recently revised by the BPS to 33.7 percent down from 35 to reflect changes consumer expenditure patterns.
2 Ismaya and Anugrah, 2018
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2. The policy response to the crisis

a. The monetary response to the crisis is unprec-
edented and bold but some programs require
sustained good practice to remain adequate.

An unprecedented and bold policy response by
central banks around the world has stabilized fi-
nancial markets and eased financial conditions
(Figure A.9). Central banks worldwide introduced ag-
gressive policy countermeasures such as cutting interest
rates, providing liquidity to the banking system, and
purchasing government securities to ease monetary
conditions, improve market functioning and finance
government deficits in some cases. In Indonesia, low
inflation and a more stable Rupiah provided space for
BI to cut interest rates by a total of 125 basis points
since the beginning of the year to a record low of 3.75
percent. BI has also opened the policy toolkit to ease
monetary conditions.!?

BD’s local government bond purchases are signifi-
cant and the banking sector’s exposure to govern-
ment bonds has increased. Beyond advanced econo-
mies, central banks in at least 18 EMEs have engaged
in purchases of various securities this year, including lo-
cal currency bonds. The size of these purchases varies
depending on the objectives and duration of the asset
purchases and the available policy space. BI purchases
during the first half of the year were aimed at stabilizing
and improving the functioning of bond markets in the
face of large exit of non-resident investors from the lo-
cal-currency bond markets. Since July, they have also
contributed to financing the government deficit. As of
August, BI local currency government bond purchases
reached 1.8 percent of GDP (of which 0.9 percent of
GDP in the primary market) compared to an EM aver-
age of 1.7 percent of GDP (Figure A.10). In October,
these purchases rose further to 2.9 percent of GDP.!
In addition, the banking sector has substantially in-
creased its holding of government securities. The share
of banks’ ownership of local currency government se-
curities rose to 39.2 percent of total outstanding at the
end of October, from 26.9 percent at the end of
March.?

10 BI has sought to ease liquidity conditions by (i) lowering reserve require-
ment ratios for banks; (ii) increasing the maximum duration for repo and
reverse repo operations (up to 12 months); (iii) introducing daily repo auc-
tions; (iv) increasing the frequency of FX swap auctions for 1, 3, 6 and 12-
month tenors from three times per week to daily auctions; and (v) increas-
ing the size of the main weekly refinancing operations as needed.

1 Comprising purchases made in sovereign primary market (2.0 percent of
GDP), and those in secondary market (0.9 percent of GDP). By October
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Capital flows and the Rupiah have stabilized with
the easing of global financial conditions. As exter-
nal financial conditions eased, global bonds issuances
by the government and SOEs have supported the re-
turn of portfolio flows since April (Figure A.11) in line
with other EMs. The return of portfolio flows and BI
interventions have helped stabilize the Rupiah after the
high depreciation and volatility in March (Figure A.12).
But equity and debt outflows from local currency bonds
picked up slightly in August and September (Figure
A.11). Net foreign direct investment (FDI) inflows also
fell below their pre-crisis levels during the first half of
the year (USD 8.8 billion vs USD 14.4 billion in 2019)
due to weak economic activity and commodity prices,
and high uncertainty.

BI’s bond purchase program has contributed to
lowering local currency government bond yields.
But the program involves macro-financial risks
that need to be managed. The stabilization of debt
outflows in the second quarter was accompanied by a
decline in local and foreign currency government bond
vields (Figure A.13). The 10-year Rupiah-denominated
government bond yield declined further in August,
while the 10-year USD-denominated bond yield re-
mained substantially above its pre-COVID-19 level in-
dicating that BI’s purchases of local currency markets
has contributed to lowering long-end local government
bond yields (Figure A.13).13 Bl intends to act as a stand-
by buyer of government bonds as a back stop financing
source until 2022. Central bank’s exceptional financing
of fiscal deficits is appropriate when time-bound, ade-
quately sized, and implemented in a way that safeguards
the credibility of fiscal and monetary policy. Moreover,
debt outflows, Rupiah depreciation and weaker infla-
tion anchoring are important risks to assess and man-

age.

External buffers are improving with the narrowing
of the current account deficit and higher interna-
tional reserves. The current account deficit dropped
to 0.7 percent of GDP during the first nine months of
this year compared to 2.7 percent of GDP at the end of
2019 (Figure A.14). The fall in domestic demand led to
a sharp contraction in imports while exports were aided

2020, purchases in primary market represented 34.8 percent of target pur-
chases.
12 As part of its macroprudential policy, BI reduced banks’ reserve require-

ments in exchange of macroprudential buffers in the form of sovereign
bond holdings, effective on May 1%t 2020.

13 Based on a sample of EM, the IMF (IMF, 2020c¢) finds that central bank
local asset purchase programs have lowered 10-year local currency bonds

by 20 to 60 bps.
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by the recovery in trade, including from the strong re-

bound in China, and global prices of some of Indone- Low inflation and a stable Rupiah provide some
sia’s export commodities (including base metals and foom to maintain accommodative monetary policy
rubber). These developments together with the weak oil if warranted. The economic slowdown and muted do-
prices relative to pre-COVID-19 have improved Indo- mestic demz’md have.opened a substantial negative out-
nesia’s terms of trade and widened the goods trade sut- put gap. With negative output gap, low energy prices
plus. The significant goods trade sutplus has helped re- and a stronger Rupiah, inflation has dropped to record-
verse the current account balance to a surplus for the low levels (1.6 percent yoy as of November), bel(?w BI’s
first time in nine years (Figure A.14). As of November, target (2—.4 percent), and interest rates are firmly in pos-
international reserves could cover 9.5 months of im- lttve territory.

ports and external debt repayment.

Figure A.9: Central bank interventions around the world Figure A.10: As of August, BI’s bond purchase pro-
have helped ease and stabilize financial conditions gram was slightly higher than the EM average
(indexe, LHS; USD billion, RHS) (percent of GDP)
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Source: Bloomberg, IMF (2020c) Source: IMF (2020c), and World Bank staff calculations for Indonesia’s

bond purchases
Note: Emerging markets include 14 countries: Croatia, Poland, Chile, Colombia, Thailand, Hungary, Philippines, Indonesia, India, Malaysia, Romania,
South Africa, Turkey and Ghana. Only 7 of them shown in Figure A.2. In Figure A.1, purple dots represent the size of announced purchase programs (not
the actual size of purchases). The CBOE’s VIX (Chicago Board Options Exchange Volatility Index) measures the expected volatility of U.S. stock market
over the next 30 days. Whereas, the MOVE (Merrill Lynch Option Volatility Estimate) index tracks the movement in U.S. Treasury yield volatility.

Figure A.11: Portfolio flows have partially recovered in Figure A.12: The Rupiah has recovered and stabilized in
Q2, but some outflows occurred in Q3 2020 recent months
(USD billion) (index, Jan 1 2020 = 100)
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Source: CEIC, BI, and World Bank staff calculations Source: CEIC, JP Morgan, and World Bank staff calculations
Note: SUN and SBI are local currency bonds. Note: JP Morgan Emerging Market Currency Index (EMCI)
tracks the movement of 10 major EM currencies against the USD
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Figure A.13: Local currency government bond yields
have fallen from their peak this year

Indonesia Economic Prospects

Figure A.14: The current account balance reversed to a
surplus for the first time in nine years, driven by weak
domestic demand and stronger terms of trade
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Source: Bloomberg, World Bank staff calculations

Note: * Co-financing fiscal deficit, particularly for the implementation of
PEN (The National Economic Recovery) program by purchasing more
government bonds.

b. The financial sector is overall sound but tem-
porary loan forbearance measures may be
masking the full extent of vulnerabilities.

Together with central banks, financial authorities
forcefully responded to the pandemic. As of end
October, a total of 47 COVID-related financial sector
policy measures for banks and non-bank financial insti-
tutions have been introduced by different authorities.'
These policy measures are aimed at supporting financial
institutions and business players experiencing difficul-
ties due to the ongoing pandemic, in order to promote
economic recovery while maintaining financial stability.

The pace of credit growth fell sharply despite the
significant policy support as economic activity col-
lapsed. Banks have drawn down a significant part of
their statutory reserves between January and May in ex-
tending credit, and the interest rate spread of bank lend-
ing has hovered steadily between 4 and 4.2 percent. To-
tal credit to firms by commercial banks stood at IDR
5,520 trillion in August, a mere 1 percent yoy growth
rate as opposed to the 6-8 percent pace registered be-
tween February and April (Figure A.16). Private con-
sumption and investment growth have slowed down in
tandem with credit growth in recent months. As of Au-
gust, MSMEs received only around 18 percent of total

4 According to the COVID-19 financial policy compendium maintained
by the Finance, Competitiveness and Innovation Global Practice, World
Bank, these include: (i) 14 banking sector measures, mainly prudential /reg-
ulatory forbearance measures and borrower support measures, (i) 11 li-

December 2020

Source: Bank Indonesia, World Bank staff calculations

bank lending to firms.15 Yet, many MSMEs are still fac-
ing reduced cashflow and financial difficulties.

The available data on non-performing loans sug-
gests that the banking sector is overall sound and
resilient. The system-wide non-performing loan (NPL)
ratio edged up slightly since the beginning of the pan-
demic and the capital adequacy ratio remains well above
the regulatory minimum (Figure A.15). The loan-to-de-
posit ratio!¢ dropped to 85.4 percent while the short-
term liquidity ratio!” is close to 25 percent indicating
ample liquidity in the banking system.

But loan forbearance measures may be temporarily
masking the true extent of vulnerabilities. Loan for-
bearance measutres deployed in response to the pan-
demic may be deflating the level of NPLs and inflating
real capital ratios. For instance, as of late September
2020, over 100 banks have participated in the Financial
Services Authority (O]JK)’s loan restructuring programs
which has benefited 15.4 percent of bank debtors (for
a total of IDR 885 trillion) and 182 financial companies
(for a total of IDR 169 trillion). These restructured

quidity and funding measures, including liquidity relief measures, asset pur-
chases and policy rate cuts, (iii) 11 measures related to financial market
functioning and NBFIs and (iv) 5 payment system measures.

15 Source: Financial Service Authority (OJK) Banking Statistics.

16 Defined as liquid asset/ (deposits + short-term funding).
17 Defined as liquid asset/ (deposits + short-term funding).
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loans currently not yet classified as NPLs due to the ex-
ceptional measure.!8 The loan restructuring program

was initially intended as a one-year program but has
been extended until mid-March 2022 given the ongoing
crisis. While such loan forbearance measures may be
warranted during extraordinary times, financial institu-
tions need to ensure that the underlying loan restructur-
ings are based on robust selectivity and viability assess-
ments, with close monitoring by OJK. Otherwise, bor-
rowers could face unaffordable repayment burden
down the road (both on principal and capitalized inter-
est), creating further pressures on banks’ performance.

A wider definition of loans at risk is warranted and
calls for close monitoring of vulnerabilities at the
level of the sector and individual banks. The loan at
risk (LAR) ratio, defined as the sum of NPLs, restruc-
tured loans and special mention loans,!” constitutes a
more informative measure of banking sector vulnera-
bilities during these extraordinary times. Several major
Indonesian banks have elevated levels of LLAR well
above 20 percent as of June. In the event of worsening
economic conditions and rising firm insolvencies and
bankruptcies, a large portion of LAR could turn into
NPLs, which would negatively impact banks’ provision-
ing and capital levels, adding significant stress to the
banking sector.

c. The government fiscal response has been de-
cisive, but public debt is increasing.

The government introduced a substantial fiscal
package to respond to the COVID-19 crisis. The fis-
cal response package is estimated at IDR 695 trillion?
or 4.3 percent of GDP, a level comparable to China and
Philippines but lower than Thailand and Malaysia (Fig-
ure A.17).2! The package aims at saving lives and pro-
tecting livelihoods by strengthening health care (12.7
percent of the package), expanding social protection
(34.5 percent), providing support to Micro, Small and
Medium Enterprises (MSMEs) (18.4 percent), and of-
fering tax incentives for firms (17.4 percent), while also
cutting the corporate income tax rate in two stages from
25 to 20 percent.

18 The policy measure entails banks relaxing their assessment of loan quality
and restructurings for debtors with loan up to IDR10 billion which are af-
fected by the COVID-19 pandemic.

19 The special mention loan is the loan quality category in collectability 2, in
which there are arrears in principal and / or interest payments of up to 90
(ninety) days, and / or rarely experience an overdraft.

20 Not all items in the package wete new in the Budget while other new ex-
penditure items were not included in the size of the package. Part of social
assistance spending (PKH, Kartu Prakerja and Sembako) was already in the
original budget (IDR 62.7 trillion), while compensation payments to Per-
tamina and PLN and the B-30 renewable energy subsidy (total IDR 77.4 tril-

lion) as well as the net increase in Regional Incentive Fund (Dana Insentif
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But the execution of the package has faced bottle-
necks in some areas. As of mid-October, close to 60
percent of the National Economic Recovery Program
(Pemmliban  Ekonomi Nasional, PEN) was disbursed.
While budget execution for social protection and sup-
port to MSME:s is well on track, it has lagged behind
for healthcare and support to sectoral ministries and
sub-national governments (SNGs) (Figure A.18). The
sluggish disbursement of the health package reflects
several challenges, including a) slow procurement and
disruptions, including the scarce availability of health
equipment in the global market; b) complex approval
and verification processes for reimbursements to hos-
pitals and incentives to health care workers;?? and c)
limitations to the Ministry of Health’s (MoH) capacity,
including a cumbersome internal process for procure-
ment.

Nevertheless, government spending will increase
substantially this year, the fastest rate since 2011.
As of October, spending execution of the revised 2020
Budget stood at 74.5 percent, compared to 73.0 percent
of the same period in the previous year. Overall spend-
ing grew by 13.6 percent yoy for the year-to-October-
period, driven by other expenditures,? social spending
and transfers to SNG, while capital spending con-
tracted.

The recession is leading to a significant decline in
fiscal revenues this year. The corporate income tax
rate cuts will constrain fiscal revenues in the com-
ing years. Fiscal revenues contracted by 15.4 percent
yoy for the first ten months of the year. Weak commod-
ity prices led to a sharp contraction in oil and gas
(O&G) and natural resources non-tax revenues, while
subdued consumption and imports reduced revenues
from the value added tax and luxury goods sales tax.
The revenue-to-GDP ratio risks remaining stagnant
well below its pre-COVID level in the medium term
due to the permanent impact of the corporate income
tax rate cuts from 25 percent to 22 percent in 2020 and
a further cut to 20 percent in 2022. In contrast, tobacco
excises contributed to increased revenues from excises.
Other non-tax revenue, which mainly consists of profits

Daerah, DID) transfers (IDR 3.5 trillion instead of the announced IDR 5
trillion) were not fully counted in the package.

2! For the 10 East and Asia Pacific (EAP) countries where comparable data
are available the average of their fiscal response package is 4.9 percent of
GDP.

22 The government allocated IDR 6.63 trillion of financial incentives for 1.4
million front-line health care workers in the form of salary top-up. Eligible
workers are proposed by health care facilities and validated by the Ministry
of Health.

23 Other expenditures include spending for arrear payments for energy sub-
sidies to PLN and Pertamina, pre-employment card, and contribution of
the Government’s national health insurance scheme for Non-Recipient
Wortkers and Non-Employee Participants.
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from Government entities, such as SOEs and Public
Setvice Entities (Badan Layanan Umum/BLU), increased
38.7 percent yoy. As of October 2020, cumulative gov-
ernment revenues reached 75.1 percent of the revenue
target.

The fiscal deficit and public debt will increase sub-
stantially this year. After accounting for below-the-
line spending on the PEN program, other investments
and government lending, the year-to-October fiscal
deficit stood at IDR 764.9 trillion or 4.7 percent of
GDP, compared to 1.8 percent of GDP during the
same period last year. Public debt rose to 36.4 percent
of GDP at end-September 2020, compared to 30.2 per-
cent of GDP for the same period last year. Exposure to
explicit contingent liabilities in the form of loan guaran-
tees to SOEs amounted to 1.6 percent of GDP in Q2
2020, well below the guarantee ceiling of 6.0 percent of
GDP but is trending up and warrants vigilant monitos-
ing?*. The fiscal deficit is projected to reach 6.0 percent
of GDP in 2020, slightly above the revised budget. The
debt level in is projected to reach 37.5 percent of GDP,
7 pps higher than in 2019, compared to 9.3 pps on av-
erage among the major emerging countries. (Figure

A.19).

Figure A.15: Credit to the economy has come to a near
standstill

Indonesia Economic Prospects

Indonesia met its gross financing needs predomi-
nantly through the issuance of government securi-
ties (bonds and sukuk) and through external loans.
Support from multilateral and bilateral partners led to a
large increase in foreign exchange loans, especially in
the form of fast-disbursing program loans. As of Octo-
ber, Indonesia issued 158.9 trillion in global bonds and
IDR 999.7 trillion worth of IDR denominated bonds
and sukuk. As shown previously, BI’s local currency
government bond purchase program has contributed to
lowering their yields. However, investor interest (as
measured by the bid-cover ratios in auctions) is still be-
low February levels, and the share of non-resident in-
vestment in local currency securities has fallen to 27.3
percent at end-September from 37.8 percent at end-

February.

Figure A.16: The level of non-performing loan is overall
low and banks appear well capitalized
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24 Especially as the COVID-19 response packages has expanded the span
of loan guarantees to MSMEs and corporates, including SOEs
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Source: Financial Services Authority (OJK)
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Figure A.17: The Governments’ COVID-19 fiscal
response package is substantial

(percent of GDP)
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Figure A.18: Execution of the COVID-19 fiscal response
package has been uneven

(percent of approved budget)
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Figure A.19: Fiscal balance and public debt in EAP countries

(in percent of GDP)
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3. The outlook

a. The Indonesian economy is projected to re-
cover gradually but risks are high.

The outlook rests on assumptions on the impact of
the crisis and the dynamics of the pandemic. The
second and third quarter macroeconomic data show the
extent of the contraction and recovery. At the same
time, substantial uncertainty remains regarding the dy-
namics of the pandemic and its medium-term effects.
The outlook presented in this report is built on the fol-
lowing assumptions:

December 2020

e  Social distancing: the current level of mobil-
ity restrictions and social distancing is expected
to remain overall steady during the first half of
2021 and then gradually decline through 2022.
Several vaccines have reached advanced stages
of development and testing, but widespread
availability across the world and Indonesia’s
large territory will take time (Box A.1). Moreo-
ver, the vaccine is unlikely to be a silver bullet,
some level of social distancing will remain, and
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time will be needed for consumer and business
confidence to firm up.

e Scarring: research points to the likely negative
impact of the crisis on potential growth (World
Bank 2020a, World Bank 2020Db). In the case of
Indonesia, the crisis could damage potential
output through lower investment and produc-
tivity growth due to weak business sentiment
and uncertainty, high firm exit and low entry,
weaker labor supply and human capital. But the
drop in potential GDP growth could be miti-
gated by the implementation of structural re-
forms aimed at boosting investment, produc-
tivity and human capital.

e Trade and commodity prices: Trade and
commodity prices have improved since May
2020 and are projected to rebound in 2021 with
oil prices increasing by about 10 percent while
coal, metal and agricultural prices will increase
modestly by 2 to 1 percent.

e  Fiscal and monetary support: Substantial fis-
cal supportis expected to be maintained atleast
until 2022 in Indonesia and most advanced
countries and EMEs and central banks are as-
sumed to maintain their accommodative stance
throughout the forecast horizon.

Our growth projection for 2020 is revised to -2.2
petrcent from -1.6 percent in September. This reflects
the weaker-than-expected recovery in the third quart
and part of the fourth quarter and persistent mobility
restrictions and social distancing.

The economy is projected to start rebounding in
2021 and strengthen in 2022 (Table A.1). The par-
tial rebound observed in Q3 2020 and during part of
Q4 2020 is expected to slowly and gradually take root
in 2021 provided the pandemic is well contained and
there is no substantial increase in mobility restrictions
or social distancing. Growth in 2021 is projected to re-
bound to 4.4 percent, partly driven by a base effect
and assuming consumer confidence improves and
household income is supported by stronger labor mar-
ket and adequate social assistance.?> Growth would
strengthen to 4.8 percent in 2022 if confidence im-
proves, uncertainty declines, and if an effective and
safe vaccine is available and administered to a substan-
tial part of the population. Contact-intensive sectors

25 This is 0.3 percentage points below our September projections reflecting
a slower and more protracted recovery in consumption and investment and
subdued growth in contact-intensive sectors, particularly in services

26 'This is subject to the impact of recently introduced initiatives, such as
imposing VAT on e-commerce and introducing a plastic bags excise, ongo-
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would recover gradually in 2021-2022 but remain sub-
dued for certain services such as tourism. Growth in
more export-oriented sectors such as manufacturing
and mining would be supported by stronger global
growth, trade and commodity prices.

Growth is projected to improve in the medium
term if the pandemic is well contained, structural
reforms are implemented and help mitigate the im-
pact of the crisis on potential output. Growth is pro-
jected to improve to 5.1 percent per annum on average
in the medium term. This assumes that the need for so-
cial distancing is negligible in the medium term and that
the recovery in investment is more gradual due to the
impact of the crisis on corporate balance sheets.

The CAD is projected to be contained in the short
term but to gradually widen as domestic demand
recovers. Weak domestic demand and improved
terms of trade will keep the CAD contained in the
short term. The CAD is projected to recover towards
pre-crisis levels in the medium term as the trade bal-
ance surplus narrows due to stronger domestic de-
mand, the services trade deficit persists due to weak
international travel and dividend payments to foreign
investors recover gradually as economic activity and
profits recover (Table A.1). Inflation is expected to re-
main low in the short term and to remain within BI’s
inflation target band in the medium term as the do-
mestic and global economy, and energy prices recover.

The fiscal deficit is expected to remain elevated
until 2022 and public debt to stabilize by 2024. The
fiscal deficit is projected to remain above 3.0 percent of
GDP until 2022 and public debt is projected to increase
significantly to 43.0 percent of GDP by 2022 (Table
A.1) and then decelerate and stabilize starting in 2023-
2024. Fiscal revenues are projected to recover gradually,
driven by the expected improvement in commodity
prices, economic conditions and subject to revenue re-
forms.20 Expenditures are projected to decrease gradu-
ally as fiscal relief measures are maintained partially in
the short-term and phased out as the pandemic and its
socio-economic impacts are contained.?’” Meanwhile,
the increased level of interest payments because of the
higher level of debt will put pressure on fiscal space in
the absence of significant reforms.

ing tax administration reforms, such as the adoption of a new tax IT sys-
tem and HR and business process teforms at the tax collection agency to
improve tax compliance, and new initiatives to broaden the tax base and
raise selected tax rates, discussed further below.

27'The National Economic Recovery program is expected to be maintained
through 2021 with about half of spending compared to 2020.
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As a result, the government’s net financing needs
are expected to remain elevated in the short term.
They are projected to average 4.9 percent of GDP in
2021-2022 compared to 2.5 percent of GDP in 2017-
2019. These are expected to be met through domestic
and global bond and sukuk issuances, with BI’s role as
stand-by buyer gradually reducing over time in line with
falling financing needs.2

Risks to the outlook are severely skewed to the
downside due to the uncertainty associated with the
future path of the pandemic, the depth of the crisis and
its scars, and potential adverse trade and commodity
price developments:

e  The future path of the pandemic: a surge of
new cases could trigger a tightening of mobility
restrictions or greater individual precautionary
behavior and social distancing. Similarly, a re-
surgence of cases in advanced and EMEs could
weaken global growth, trade and investment
flows. Additionally, slower-than-expected pro-
gress on the availability of an effective and safe
vaccine would weaken consumer and business
confidence and dampen economic activity
longer-than-expected.

e Deeper scars from the pandemic shock:
Potential and actual output could take longer
to recover due to deeper scars on firms’ bal-
ance sheets and the labor market;

e Adverse trade and commodity price devel-
opments: Weaker global demand or a slower
economic recovery among the advanced econ-
omies and China would weaken trade and com-
modity prices and hence the growth and exter-
nal outlook.

The materialization of some of these risks would
slow the recovery. An increase in mobility restrictions
and social distancing domestically and around the
globe, combined with weaker global growth could
lower Indonesia’s growth to 3.1 percent in 2021 (-1.3
pps telative to baseline) and 3.8 percent in 2022 (-1 pps
relative to baseline).

b. Simulations show that the government’s siza-
ble social assistance package has the potential

28 Between 2021 and 2023, nearly 85 percent of the gross financing needs
are projected to be financed through the issuance of the government’s ru-
piah-denominated bonds.

2 'The World Bank Indonesia Economic Prospects, July 2020 edition, esti-
mates the SA package at 0.9 percent of GDP.

30 Estimates are from the World Bank paper “Poverty, Pandemic, and Pol-
icy: Distributional Impact of COVID-19 pandemic in Indonesia” (Tiwari et
al., forthcoming) which uses a poverty simulation model that combines
macroeconomic projections for GDP and sectoral output growth with pre-
crisis microdata from household and labor force surveys (SUSENAS and
Sakernas 2019)
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to cushion the poverty impact of the crisis this
year, but the effectiveness of the response
need to be monitored and improved to fully
protect the poor and vulnerable.

The government’s large social assistance (SA)
package has likely cushioned the poverty impact of
the crisis this year.?? The SA package announced in
April was further expanded in August with the addition
of new programs and new top-ups to existing ones (see
Annex Table 1). World Bank simulations show that this
expanded package has likely cushioned the impact of
the crisis on poverty this year despite the projected
lower growth and weaker labor market (Figure A.20
Panel 2).3 Simulations show that without SA response,
8.5 million people would fall into poverty. But under
full implementation and perfect targeting of the govern-
ment’s expanded SA package, the number of poor
would decrease by as many as 1.7 to 2.1 million individ-
uals. The findings indicate that the SA package could be
highly effective in protecting the bottom 30 percent of
households and potentially provide some significant yet
partial compensation to households in the middle of the
distribution (40™ to 80 percentile).

But initial delays and difficulties in reaching some
affected groups (particularly in the informal sector)
could reduce the effectiveness of the SA package.
The average net effect on poverty presented above
masks significant heterogeneity, with some people es-
caping and others falling into poverty. Individuals who
have likely fallen into poverty due to the crisis (‘the new
poor’) are those who lost their jobs or work in highly
affected contact-intensive services sectors (such as
wholesale and retail trade, restaurant and hotels,
transport etc.), (Figure A.20 Panel b). These individuals
may also have faced challenges in accessing existing SA
measures.”’ While poverty may even drop in many re-
gions, some areas such as Bali and Kalimantan are ex-
pected to experience an increase in poverty due to their
heavy reliance on the most affected economic sectors.
These findings highlight the need to sustain the cover-
age and adequacy of existing SA programs while
strengthening mechanisms to identify and enroll the
“new poor”.

31 The measutes were rolled-out quickly and effectively particulatly for the
existing poor/vulnerable that were already eligible and/or enrolled in social
programs. Programs such as Dena Desa, Kartu Pra Ketja and others were
put in place or adapted to capture the “new poor” but ran into initial imple-
mentation challenges that delayed their roll-out. The HiFy survey found that
neatly 90 percent of households in the bottom 40 percent reported to bene-
fiting from at least one relief measure as of early August 2020, indicating that
10 percent of households in the bottom 40 percent who experienced income
shocks were not receiving any SA.
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Figure A.20: The government’s SA package could cushion the poverty impact of the crisis, but some people could fall
into poverty

a. Effectiveness of the SA package b. Employment status of the “new poor”
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Note: The numbers refer to simulated poverty rates in 2020 under benchmark and crisis scenarios. The results are an update to June 2020 estimates, based on
the recent macroeconomic projection and an expanded government relief programs consisting of twelve social assistance packages introduced since the be-
ginning of the pandemic. ‘Benchmark’ shows the forecasted poverty rate in 2020 without Covid shock; ‘Uncompensated’ scenario shows 2020 Covid19 poverty
shock when there is absence of government compensation; ‘Compensated’ scenario shows 2020 poverty rate (simulated), after considering the full SA pack-
age. The simulations are based on three scenarios: (i) benchmark (growth estimate of 5.0 percent); (ii) a mild shock (growth estimate of -2.2 percent esti-
mated under assumptions of a deep global recession and moderate domestic restrictions); and (iii) a severe shock (growth estimate of -2.5 percent estimated
under assumptions of a deep global recession and severe domestic restrictions). Macroeconomic forecasts for growth in sectoral GDP are as follows, for the
mild and severe impact scenarios respectively: Agriculture (1.8 % and 1.6%), Manufacturing (-3.0% and -3.5%), other industry (-2.5 and -2.9), traditional set-
vices (-7.6% and -8.4%), and modern services (4.4% and 4.2%).

Table A.1: Key macroeconomic indicators, 2019-2022

Actual Projection

Growth and inflation, percent change

Real GDP 5.0 -2.2 4.4 438
Private Consumption 5.2 -2.3 4.5 4.6
Government Consumption 3.2 2.6 4.4 4.5
Gross Fixed Investment 4.4 -5.0 4.0 4.3
Exports -0.9 -7.9 1.5 8.0
Imports -7.7 -11.5 0.5 6.5
CPI (year-average) 2.8 2.0 2.3 2.8
Fiscal accounts of Central Government, percent of GDP
Revenues 124 9.8 9.9 10.4
of which tax revenue 9.8 7.6 7.9 8.5
Expenditures 14.6 15.8 15.3 14.7
of which interest expenditure 1.7 1.8 2.2 2.5
Fiscal Balance -2.2 -6.0 -5.5 -4.3
Central Government Debt 30.2 37.5 40.9 43.0
Balance of Payments, percent of GDP unless indicated otherwise

Balance of Payments 0.4 1.5 1.3 0.7
Current account balance 2.7 -0.7 -1.4 -2.0
Financial account, of which 3.3 22 2.8 2.8

Net FDI inflows 1.8 1.2 1.4 1.7

Foreign exchange reserves
(months of imports of goods and services)

Terms of trade (2019 = 100) 100 106.1 107.3 105.3

Source: Ministry of Finance, Bank Indonesia and World Bank staff projections.

11.0 10.6 10.0 9.1
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4. Policy priorities to secure and accelerate the recovery

Looking ahead the priority for Indonesia would be
to secure and accelerate the recovery. The key policy
priorities are to contain the pandemic, support affected
household and firms and revitalize growth and jobs, and
improve the medium-term fiscal stance.

Public health remains a top priority to allow the
economy to remain open and to move towards a
safe full reopening. Public confidence that the pan-
demic is under control is critical for individual social
distancing behavior and spending (Chetty and et al,
2020). This requires continued improvement in testing
and tracing capacity and other public health measures
as well as preparation to procure and widely administer
an effective and safe vaccine once it is developed and

approved.

Policy support would need to be maintained until
the recovery strengthens and it is important that
the policy framework for the recovery remains evi-
denced-based, transparent and adaptative. Millions
of workers have lost their jobs or are working reduced
hours with lower earnings. Firms in hard hit sectors are
still facing tight liquidity and difficult financial situa-
tions. Lifelines for these affected groups would need to
be maintained until the green shoots of recovery take
root and strengthen. Itis important to evaluate and ad-
just programs to improve coverage, targeting and ade-
quacy. Key challenges for social assistance are to further
improve coverage of households in the bottom 40 pet-
cent and expand programs to include affected house-
holds in the informal sector. As the economy gradually
recovers, it is critical that liquidity support channeled
through the financial sector is calibrated accordingly
and is well-targeted at viable borrowers with temporary
liquidity problems.

At the same time, it would be important for policy
to remain balanced and not lose sight of medium-
term challenges and goals. While withdrawing policy
support too early would risk prolonging or deepening
the crisis, policies need to take a balanced view between
the need for short-term support and the necessity of
containing medium-term risks. It is recommended that
monetary financing of the deficit remains time-bound,

32 Additional potential policy actions include, for instance, strengthening
the legal framework for bank resolution, establishing resolution planning
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well calibrated and transparent, and an exit strategy de-
veloped and clearly communicated. On the financial
sector side, the application of loan forbearance
measures needs to be closely monitored and transpar-
ently communicated by the relevant authorities. It is es-
sential that policymakers continue to closely oversee fi-
nancial sector vulnerabilities and be prepared for poten-
tial stress by further strengthening the banking resolu-
tion framework, expanding financial safety nets and up-
dating the crisis management framework, among other
things.3? Exit strategies for forbearance measures intro-
duced to date need to be developed and agreed upon by
policymakers, and include timely resolution of troubled
banks where needed.

On the fiscal front, some immediate tax and ex-
penditure actions could help raise resources to fi-
nance the crisis response and recovery, contain
public debt and improve fiscal space for priority
spending in the medium-term. These include pro-
tecting and expanding the existing revenue base
through 1) increasing the personal income tax rate on
top incomes and expanding the income range that is
taxed at this rate; ii) raising excises on products with a
negative health impact (such as tobacco and sugat-
sweetened beverages) to support public health spend-
ing, as well as on products with a negative environmen-
tal impact (such as fossil fuels and single-use plastics) to
support infrastructure, fisheries and tourism; and iii) en-
suring that more businesses will pay the new, lower cot-
porate tax by eliminating the special tax treatment on
construction and lowering the tax threshold for SMEs.
It is important to complement these actions with ad-
ministrative reforms that address poor tax compliance
by improving capacity and efficiency, including through
investment in digital and human resources, and simpli-
fication of business processes. At the same time, it is
important to phase out the remaining wasteful energy
subsidies and replace them by targeted social support,
which would increase fiscal space further.

Lastly, it is critical to advance structural reforms to pro-
tect and lift Indonesia’s potential to grow, create good
jobs and raise income in a sustainable way. Part B of
this report takes a deep dive on such needed reforms in
the area of food security.

mechanisms, putting in place clear and reliable funding mechanisms for li-
quidity and resolution purposes.
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Box A.3: Progress towards an effective and safe COVID-19 vaccine

An ambitious global quest for a COVID-19 vaccine is underway and has made significant headway. Large financial and
human resources have been deployed to accelerate the development of an effective and safe COVID-19 vaccine. The first candidate
vaccine emerged within one month and a half after the virus was genetically sequenced. As of end-September, eleven candidate
vaccines were in large-scale efficacy trials or phase 3 (Figure A.3.1). Once a vaccine’s efficacy and safety are established, relevant
country regulators review trial results and decides whether to approve the vaccine. Authorizations for emergency use may be given
before final approval during pandemic situations. However, in addition to the uncertainty around the availability, safety and effec-
tiveness of the vaccine itself, it is important to understand that the vaccine will not be a ‘silver bullet’ and countries will need continued
testing, treatment and isolation while ensuring non-COVID health services are not disrupted.

A key challenge for the global community is to en- Figure A.3.1: Stages of readiness of COVID-19 vaccine candidates

sure wide and equitable access to approved (index;, 2019 = 100)

CQVID-l9 vaccines. There are challenges to Wide. ar.ld e - " Phese3 Phase 3
equitable access to vaccines both across and within
countries. High income countries can afford to procure
large vaccine supplies and diversify suppliers while
poorer countries are constrained by weaker finances
and negotiation power. Within countries, interventions
are needed for affordable and timely access in more re-
mote areas, those considered at high risk or essential
workers (such as the elderly and health workers), and
for poorer segment of the population. As part of the
global effort for fair and equal access, the World Bank

19 15 by

has mobilized USD 12 billion to support countries pro-
cure COVID-19 vaccines for up to a billion people and
to also help strengthen their delivery systems.

Source: WHO, The Guardian. Figure is as of September 30, 2020.

Indonesia has taken steps to ensure access to the vaccine across its large territory. Indonesia has budgeted USD 2.4 billion in
2021 for COVID-19 vaccination for up to 160 million people and plans to procure vaccines from Sinopharm-Kimia Farma, Sinovac
— Bio Farma, Genexine/Genoxine-Kimia Farma and Gavi COVAX Matrket Commitments. Presidential Decree No. 99-2020 on
procurement and implementation of COVID-19 vaccines also clarified the roles and responsibilities across ministries and agencies
with the Ministry of Health responsible for defining priority groups and areas and monitoring potential side effects in collaboration
with the National Agency for Drugs and Food Control/Badan POM.
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B. Food Security

1. Introduction

Food security has always been an important goal for In-
donesia®®. The government has developed a distinctive
set of policies, programs and institutional arrangements
in pursuit of the food security goals. This analysis ex-
amines the impact of Covid-19 on food security and the
challenges it has exposed. It also explores the multidi-
mensional nature of the food security agenda which in-
volves ensuring food availability as well as affordability
and food safety and quality. Finally, it focuses on the
changes in the food security approach and policies that
would help to revitalize the agri-food system and better
position it to respond to on-going changes, emerging
risks as well as opportunities.

2. The Impact of Covid-19

The Covid-19 pandemic induced a sharp economic
shock although, in Indonesia, the agriculture sec-
tor proved a notable exception. As mentioned in Part
A, in the second quarter (Q2) of 2020, while overall
growth for Indonesia fell by 5.3 percent year-on-year (y-
0-y), the agriculture, forestry and fisheries sector rec-
orded a positive 2.2 percent y-o-y growth and a 16 pet-
cent quarterly growth34. In fact, across the East Asia and
Pacific region, agriculture turned out to be one of the
least impacted sectors. In most countries, due to lock-
downs and shrinking demand, job losses were prevalent
among those working in construction, transportation
and storage, and accommodation and food services (see
Figure B.1), while the agriculture sector (broadly de-
fined to include allied activities such as forestry and
fisheries) served as buffer for less skilled workers ‘dis-
placed’ from other sectors.

Initial concerns about looming food crisis eased
over time. The sudden, global economic lockdown in-
itially triggered some worries about food security. For
instance, temporary export restrictions were introduced
by some grain exporting countries. However, these
were soon removed as it became clear that grain sup-
plies remained relatively stable and (international) grain
markets relatively well-stocked. In fact, most staple
foods are expected to register major increases in trade
quantities for the first time in four years. Global grain
prices have remained stable, with stock accumulations
among major exporters. Agricultural commodity price

33 According to the Food and Agticulture Organization (FAO) of the
United Nations, food security exists when “all people at all times have
physical and economic access to sufficient safe and nutritious food that
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indices have remained stable, although they are gradu-
ally beginning to inch up due to the recovery in export
prices and depreciation of the US dollar (see Figure
B.2). However, the food price indices have remained
well below the levels reached during the previous food
price crises of 2007-07 and 2011-12 (see Figure B.3).

In Indonesia, weather conditions have been classi-
fied as normal for most provinces. In particular, the
extent of paddy-producing areas affected by climatic
disasters and pests in 2020 remains below the long-term
average. Yields of dry-season rice are expected to be
somewhat lower than last year. However, rainfalls for
Oct-Dec 2020 offer optimal conditions for sowing wet-
season paddy. Forecasts suggest better than normal
production levels and the projections by the Interna-
tional Grain Council (IGC) estimates the ending stock
for 2020-21 at a somewhat higher level than the 2019-
20 stock (Figure B.4).

As global food markets remain resilient, the main
impact of the pandemic on food security is through
reduced purchasing power and disruptions in do-
mestic supply chains. At the houscehold level, the im-
pact of Covid-19 was felt through sharp income de-
clines, following work stoppages. In the initial stage,
Covid-19 induced losses were acute, with income re-
duction relative to pre-Covid-19 levels ranging between
35 percent and 50 percent across the vatious sectors. In
May, at the low point of the crisis, some 33 percent
households reported shortage of food and 38 percent
reported eating less than they should. However, with
economic revival the situation has become better. By
late July/eatly August the respective percentages had
changed to 24 percent and 31 percent. In the longer run,
though, reduced household income and purchasing
power due to the economic impact of the Covid-19
pandemic, coupled with supply chain disruption of nu-
trient-rich items, may push households to reduce the
quality and quantity of their food consumption, increas-
ing food insecurity and malnutrition levels.

The pandemic induced food shortages have played
out differently for households with different socio-
economic and locational characteristics. House-
holds facing the greatest challenges in returning to pre-

meets their dietaty needs and food preferences for an active and healthy
life.”

3+ The latter was partially a result of the shift in peak harvesting season
from Q1 to Q2 in 2020.
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pandemic levels of food shortage include female-
headed households, those in the bottom 40 percent in-
come percentile and those in urban areas and outside

Java (see Figure B.5).

The poor and vulnerable households are more ex-
posed to the structurally high and volatile food
prices. As shown in part A of this report (Box A.2),
food accounts on average for 55.3 percent of household
spending and the share is even higher for poorer house-
holds in the bottom decile (64.3 percent in the bottom
10 percent compared to 41.9 percent among the top 20
percent). The differences are even more striking for sta-
ple food such as rice, where the poorest 20 percent
spend 12.2 percent on rice, compared to only 4.1 per-
cent of the richest 20. Rice prices in Indonesia are the
highest in the region, partly due to structural support
policies that amount to a heavy implicit tax on the con-
sumers. Given the structure of the food budget, this
“tax” turns out to be highly regressive, hitting the poor-
est households the hardest. As such, poorer households
also have a higher incidence of malnutrition and “hid-
den hunger” due to their relative inability to afford
more diverse and nutritious diets.

Indonesia Economic Prospects

In response to concerns about possible global food
shortages as a result of the pandemic, the govern-
ment has embarked on the development of food es-
tate projects. The main objective would be to increase
Indonesia’s rice self-sufficiency, although the objective
of increasing farmer incomes has also been mentioned.
One proposed food estate would be developed in the
Ex-Mega Rice Project (EMRP) location in Central Ka-
limantan. Another proposed food estate project is lo-
cated in North Sumatra on the western side of Lake
Toba. These initiatives may contribute to increasing the
availability of food commodities, albeit in locations that
are distant from main consumption centers. The posi-
tive contribution of the food estate model towards im-
proving the food system and modernizing the agricul-
ture sector will depend on the approach taken, includ-
ing the way in which the private sector is involved, and
the management of environmental and social risks.

Figure B.1: The contraction led to a loss of jobs in services and manufacturing
(Changes in employment status from before to after the Covid-19 crisis, by pre-crisis subsector)

Public administration and defense . . . .
= Switched job since crisis
Professional, scientific, administrative,

information HLoss job since crisis

Agriculture, forestry and fishing

Financial, insurance, real estate

Electricity, gas, water supply, waste,
sewerage

Wholesale and retail trade

Mining and quarrying

Other service activities

Manufacturing

Human health and social work activities
Education

Accommodation and food service
Transportation and storage

Construction

Source: World Bank (2020c)
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Figure B.2: Trends in Agriculture and Cereal Prices (nominal terms)

(Index Jan., 2020=100)
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Figure B.3: Global food price index remains below the Figure B.4: ... and for Indonesia the projections for the

levels of the 2007-08 and 2011-12 crises ...
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Note: e=estimate, f=forecast, p=projection.
Source: International Grain Council (IGC),

Figure B.5: The reduction in Covid-19 induced food shortages has played out differently for households with particu-

lar socio-economic and locational characteristics
(Shortage of food, July 20 - Aug 02, 2020 (YoHH*)
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3. The Food Security Approach in Indonesia

Indonesia has adopted a comprehensive vision of
food security which is enshrined in the “Food
Law” (FL) of 2012. The FL provides the overarching
framework - philosophy, basic principles, scope, other
guidelines - of food policy. The philosophy of FL is that
food is the most essential human need, whose fulfill-
ment is part of human rights guaranteed in the 1945
Constitution of the Republic of Indonesia. FL cleatly
acknowledges that the state has obligations to achieve
food availability, affordability and fulfilment of food
consumption and to meet the requirements of suffi-
cient, safe, excellent, and nutritionally balanced food
both at the national and local levels and to all individu-
als in the entire territory of the Republic of Indonesia.
This approach is alighed with the overall international
approach to food security.

Food security policy in Indonesia has had two dis-
tinct strands. On the supply side, the basic strategy has
been to boost food production for strategic commodi-
ties, with predominant focus on rice. This has been pur-
sued through a range of instruments and institutional
arrangements, including provision of subsidized fertiliz-
ers, seeds, credit and other inputs through public distri-
bution mechanisms, investment in irrigation systems
and output price support through public procurement.
On the demand side, the government has tried to pro-
vide support to vulnerable groups through various con-
sumer support and social protection schemes.

On the supply side, the food security policies have
had a narrow focus on rice. Despite the broad vision
of food security contained in the FL, the food security
strategy has revolved around promoting self-sufficiency
in five “strategic commodities™: rice, maize, soybeans,
sugar and beef. Of these, the predominant focus has
been on rice, given its weight in the Indonesian diet,
with domestic self-sufficiency in production of rice be-
ing regarded as a barometer for food security. But the
focus on rice and staple foods means that calorie-suffi-
ciency rather than nutritional quality has become the de
facto goal of food security. This has belied the funda-
mental motivation for pursuit of food security — to raise
nutritional levels to sustain healthy lives?> — and left the
space open for the emergence of a damaging “nutrition
gap” in Indonesia despite rising levels of prosperity.

% Improving nutrition was the core motivation for the establishment of the
Food and Agticulture Organization (FAO), as memorialized in its founda-
tion plaque: “...[on] 16th of October 1945, representatives of 44 nations met
and established the Food and Agricultural Organization, the first of the new
United Nations Agencies. For the first time, nations organized to raise levels
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The policy mix used to support food security has
also generated only limited gains over time. Most
of the central government spending in agriculture has
been used to provide subsidies to farmers for fertilizer,
seeds, credit and irrigation services as well as other pri-
vate goods like equipment. Over the period 2005-20,
for example, spending on irrigation and fertilizer subsi-
dies accounted for between half and three-quarters of
overall central government spending on agriculture (see
Figure B.6). While this no doubt raised outputs and sta-
bilized domestic supplies of rice and other strategic
crops, it did not lead to increases in productivity, diver-
sification and competitiveness of Indonesian agricul-
ture, which is key to long-term food security. This is
because the large share of subsidies crowded out much
needed public expenditure from critical growth drivers
such as research, innovation, extension, divetsification,
processing and marketing.

Fertilizer subsidies, which account for 25-30
percent of the annual agricultural budget, are
expensive, poorly targeted, regressive, subject to
leakage and cost-ineffective at increasing
production’. Fertilizer subsidies are an important
plank of the government’s food security policy, and
have been justified in terms of national food security
and small farmer income support. However, in practice
there is little social welfare or market failure justification
for fertilizer subsidies in Indonesia. Evidence suggests
that targeting is weak: on average, farmers pay similar
prices for fertilizer, regardless of their land size or
revenues from rice, and many targeted farmers pay
above the ceiling price. Also, the subsidies appear to be
regressive in practice, disproportionately benefiting
larger farmers, and prone to ‘leakage’ to non-targeted
farmers at higher than state-set prices.

The contribution of fertilizer subsidies to
promoting food security is also unclear. Fertilizer
costs account for a very small proportion of rice
production costs and, as such, the impact of fertilizer
subsidies on rice profitability and rice prices is limited.
Evidence also suggests that subsidies may have led to
unbalanced use of fertilizers (see Figure B.7), leading to
both over-application (falling incremental yields) and
increasing environmental degradation. Field programs
have demonstrated the potential for farmers to earn
more money by using less fertilizer and applying site
specific nutrient management approaches. Further,
studies also suggest that the cost of producing fertilizer

of nutrition and improve production and distribution of food and agricul-
tural products.” (emphasis added)

36 See “The Fertiliser Sector and Subsidy Policy in Indonesia - Key Takea-
ways”, Australia Indonesia Pattnership

for Economic Governance program, 2017.
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is higher in Indonesia than in other countries; as such,
nearly half of the fertilizer subsidy goes de¢ facto to
protecting the domestic SOE producers. Overall,
fertilizer subsidies are an ineffective way to promote
food security.?’

State-Owned Enterprise BULOG plays an
important role in Indonesia’s food system and rice
market. BULOG (Badan Urusan Logistik) is the
national logistic agency which has mandates to secure
food provision and maintaining price stability at the
producer and consumer level, and manage food buffer
stocks. Since 2018, BULOG’s mandate for rice
distribution to the low-income groups (through the
Raskin or Rastra programs) has been transferred to the
Ministry of Social Affairs, under which BULOG now
has to compete with private sector buyers in procuring
rice for the non-cash food subsidy program (BPNT).
While food availability and rice prices have been
relatively stable, rice consumer prices have been higher
in Indonesia than in any other country in the region.
This may benefit a relatively small proportion of net
sellers of paddy/rice, but high rice prices hurt poor
consumers, including the majority of farmers who are
net buyers. In addition to this consumer tax, the cost of
the SOE model of price stabilization and buffer stock
operation tends to be inherently high.

Indonesia provides the highest level of support to
agriculture among emerging and OECD econo-
mies (see Figure B.8). According to OECD analysis
(OECD, 2020), the total support provided (measured
as the global value of support granted to the agricultural
sector, and comptising producer support, consumer
support and general services support®), as a share of
GDP, increased from 1.3 percent 2000-02 to 3.1 per-
cent in 2017-19. During this period the sharpest in-
crease was in producer support, which increased from
7 percent of gross farm receipts to 24 percent. Sugat,
cocoa, maize and rice were among the most supported
commodities, with transfers amounting to over 40 per-
cent of gross farm receipts in each case over the period
2017-19. On average, during the 2000s, farmers re-
ceived prices that were 30 percent higher than world
prices (with wide variation across commodities). On the
other hand, expenditure for general services — which are
potentially linked to promoting productivity, new tech-

37 An OECD study in 2015 (Transitory Food Insecurity in Indonesia) study found
that fertilizer and other input subsidies have only minor effects on food se-
curity (decreasing rates of undernoutishment) as they do not effectively de-
crease production costs and hence have limited effects on rice prices.

38 Producer support represents transfers to agricultural producers measured
at the farm gate level and comprises market price support, budgetary pay-
ments (e.g. input subsidies) and the cost of revenue foregone. Consumer
support represents transfers from consumers of agricultural commodities,
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nology adoption, diversification and structural transfor-
mation in agriculture — measured around 1.4 percent of
agricultural value added throughout the 2000s and was
significantly lower than the OECD average.

The support is provided through distortionary in-
struments that have undermined productivity and
competitiveness of agriculture and imposed im-
plicit costs upon the consumer. Agricultural support
(“transfers”) has been provided mainly in the form of
market price support and subsidies to producers for
various agricultural inputs. These transfers are among
the potentially most distorting and through the 2000s
accounted for more than 90 percent of the gross trans-
fer to producers. These transfers have distorted incen-
tives at the farmer level towards the “targeted” crop and
technical choices, and have resulted in a decline in agti-
culture competitiveness, productivity and profitability
over time. Further, key market support prices have been
propped up by import restrictions on staple foods,
non-tariff barriers including various administrative re-
quirements, and restrictions on private sector participa-
tion in key grain markets. The overall effect of these
restrictive policies has been to impose a heavy implicit
tax on the consumers. This tax for the period 2012-19
adds up to over USD 238 billion. The tax represents,
the true cost of protective, food self-sufficiency poli-
cies, the burden of which has fallen on Indonesia’s con-
sumers, and particularly the poorest. Notably, this tax
burden is higher than in comparator countries and con-
tinues to increase in Indonesia while falling elsewhere.
Between 2013-15, the tax on consumers in Indonesia
totaled USD 98 billion compared to USD 3 billion in
Brazil and USD 5 billion in Vietnam (see Figure B.9).
In 2015, the consumer tax for the entire EU (28 coun-
tries) was USD 22 billion (or USD 437 per person)
compared with USD 36 billion (USD 1300 per person)
for Indonesia.

Batriers to investment have stifled innovation and
restricted the emergence of high-value and diversi-
fied farming. Restrictions on foreign investment in the
agriculture sector, combined with insufficient public
support to local producers, have prevented high-value
segments, such as a competitive horticulture industry,
from developing.

measured at the farm gate level. (If negative, the consumet support esti-
mate measures the burden (implicit tax) on consumers through market
price support (higher prices), that more than offsets consumer subsidies
that lower prices to consumers.) General services support represents trans-
fers that are linked to measures creating enabling conditions for the prti-
mary agricultural sector through development of private or public services,
institutions and infrastructure .
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Figure B.6: A significant portion of central government spending has been used to subsidize private inputs rather

than provide public goods
(Composition of Central Government Agriculture Spending: 2005-202; IDR trillion)
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Figure B.7: Subsidies may have led to unbalanced use of fertilizers, leading to both over-application (falling incre-
mental yields) and increasing environmental degradation

(Share of Fertilizer Use for Rice 2010-11, in percent) (GHG emissions due to synthetic fertilizer use (CO2 Eg))
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Figure B.8: Indonesia’s “total support” to agriculture remains as the highest among emerging and OECD economies
(Total Support to Agriculture as percent of Gross Domestic Product in OECD and Emerging Countries (percent): Average 2005-07 vs 2019)
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Figure B.9: Indonesia’s agricultural and trade policies constitute another “barrier” to effective resolution of the

country’s food and nutritional security challenges
(USD billion)
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4. Food Security Situation in Indonesia

The overall food security performance in Indonesia
can be regarded as mixed, especially with respect
to the FL goal of food security in terms of availa-
bility, affordability and (nutritional) quality of food.
To date, food security policies have aimed at improving
availability. Going forward, the policy focus should
shift to enhancing affordability and nutritional quality.

Availability

Regarding availability, even if Indonesia is more
than 80 percent self-sufficient in rice, maize and
sugar (see Figure B.10), imports of high value and
processed foods have increased five-fold since the
early 2000s (see Figure B.11). The latter does not nec-
essarily pose a food security issue since it is common
for high-income countries to cost-effectively meet their
food supply needs through international trade.

However, large imports of high-value foods imply
that there are missed opportunities for Indonesian
farmers and firms, especially in the semi-processed

December 2020

and processed segments. The foregone opportunities
for production, value-addition, employment and ex-
portts in fruits and vegetables, for instance, can be seen
when comparing Indonesia’s imports and exports with
countries that have similar natural endowments and
production conditions, such as Thailand and Vietnam
(see Figure B.12). Indonesia has enormous agro-ecolog-
ical potential to produce fruits and vegetables, but this
remains largely untapped.

Affordability

Food affordability for the Indonesian consumer is
influenced by various off-farm factors that affect
key food prices. These factors include domestic and
international trade, processing, marketing and distribu-
tion, and related policy, regulatory and institutional un-
derpinnings. Appropriately addressing the trends and
drivers in these areas can provide additional, tools to
improve the food security situation.

On average, food prices in Indonesia are among
the highest in the region. Rice prices are much higher
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in Indonesia than in other Asian countries despite sig-
nificant public support for rice production. Over the
period 2012-20, rice prices in Indonesia were, on aver-
age, more than double the rice prices in Vietnam, My-
anmar, Cambodia and Thailand and about 25 percent
higher than the prices in the Philippines. (see Error! R
eference source not found.). Price inflation has been
high also for nutritious foods rich in proteins or micro-
nutrients, such as fruits, vegetables and livestock prod-
ucts (see Figure B.14). As already mentioned, high
prices impose a heavy burden on Indonesian consum-
ers, weakening food and nutritional security of Indone-
sia’s poor and vulnerable.

Prices are high due to high processing and distri-
bution costs. In case of rice, for instance, this involves
high milling costs. Rice milling in Indonesia is highly
fragmented and has relatively low levels of technical ef-
ficiency. Some 175,000 small mills have a milling recov-
ery under 56 percent, while it is 62 percent for the 2,000
large scale mills. Larger and more efficient modern mills
play a more prominent role in Thailand and Vietnam.
The processing costs and milling losses are com-
pounded by high distribution costs. Increased produc-
tion efficiency gains, combined with improving the ef-
ficiency of rice milling and reduced post-harvest losses
could result in substantial additional rice output that
would improve food security from a self-sufficiency
perspective.

These high processing and distribution costs are
compounded by trade-inhibiting policies, regula-
tory barriers and under-developed food logistics.
Import and export restrictions on staple and other
foods, non-tariff barriers such as limited ports of entry
for horticulture imports, onerous pre-shipment and
other administrative requirements have the effect of
lowering market competitiveness and raising the price
for consumers. Moreover, Indonesia’s logistics system
lags behind many regional peers, in terms of infrastruc-
ture availability and quality, cost, timeliness and cus-
toms management. Relatively high costs are associated
with logistics administration, transport, warehousing,
and inventory management. Trucking costs at various
destinations, especially in eastern Indonesia, can be
considerable. This is partly due to poor road infrastruc-
ture driving up costs, but also related to local regula-
tions that constrain the movement of containerized
transport. Further, backhaul problems, low frequency
of shipping and poor port infrastructure drive-up inter-

3 Kementerian Kesehatan Republik Indonesia. 2020. Profil Kesehatan In-
donesia Tahun 2019. Jakarta.
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island costs. Finally, these marketing inefficiencies con-
tribute to an overall rising trend in the margins between
farm-gate and retail rice prices (see Figure B.15).

Nutritional Quality and Safety

There is a significant nutrition gap in Indonesia.
High prices and limited availability of fruits, vegetables
and livestock products has impeded the adoption of
healthy, more nutritious and diversified diets. Com-
pared to other countries in the region, the Indonesian
diet shows limited diversification and limited micronu-
trient availability (see Figure B.16). Also, Indonesia
ranks very low internationally in terms of vegetable con-
sumption (with average of 43kg/year per capita) and
fruits (66kg/year per capita).

The relatively undiversified, low nutrient diet has
significant health, mortality as well as socio-eco-
nomic consequences. This nutritional insecurity has
produced alarming incidence of diet-related health con-
ditions and non-communicable diseases. Prominent
among these are the relatively high rates of stunting
among children under five years old (30.8 percent in
2019%), growing incidence of overweight people and
obesity (more than one-fifth of the adult population),
and rapid growth in the incidence of (and deaths at-
tributed to) diet-related non-communicable diseases,
such as diabetes and cardiovascular conditions.

The food crop mix in Indonesia is not keeping up
with the changes in consumer diets and prefer-
ences. Food consumption patterns are changing in In-
donesia, especially in the urban areas. Most notably, rice
consumption has decreased by 4.4 percent per year dut-
ing 1996-2011. However, Indonesia’s policy emphasis
on rice and other grains—in R&D and rice-focused ir-
rigation investments-- has contributed to a lag in food
crop diversification which would have been more re-
sponsive to changing domestic consumer demand (as
has been the case in China) (see Figure B.17). It should
be noted that oil palm makes the bulk of the oil crop
subsector in Indonesia, while oil crops in China are
more soybeans, and non-tree crop oils sources.

With respect to food safety and public health, In-
donesia needs to be better prepared to manage
risks associated with urbanization and changing
diets. Annual illness and deaths from food-borne dis-
eases (FBD) are estimated to be 20 million people and
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23,000 deaths for Indonesia compared to 8 million peo-
ple and 3,500 deaths for Vietnam. Indonesia suffers one
of the biggest productivity losses from FBD (see Figure

B.18). Children and the poor are disproportionally af- could be cut by half.
fected. For Indonesia and other East Asian countries,

Figure B.10: Self-Sufficiency Ratios of Strategic Commodities

Indonesia Economic Prospects

this burden is expected to more than double by 2025 if
no action is taken. However, with the right preventive
measures and investments in public health systems, this
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Figure B.11: Imports of High Value Food in Indonesia
(USD billion)

12

10

m Horticulture, Vegetables  m Semiprocessed Food = Processed Food

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Source: Own estimates, based on data from ITC/UN COMTRADE

December 2020

THE WORLD BANK | BANK DUNIA

29



Towards a Secure and Fast Recovery Indonesia Economic Prospects

Figure B.12: Export and Import Value of Fresh Fruits and Vegetables in Selected EAP Countries
(USD billion)
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Figure B.13: Rice prices in Indonesia are much higher in Indonesia compared to other Asian countries despite
significant public support for rice production

(Retail price of rice in selected Asian countries, 2012-20, USD/ kg)
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Figure B.14: Consumer Price Index (CPI) of Food Items Disaggregated by Food Groups, National and in Jakarta
(base 2012 = 100)
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Figure B.15: Overall margins between farm-gate and retail rice prices are rising
(000 IDR per Kg)
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Figure B.16: Higher prices and more limited availability of fruits, vegetables and livestock products has impeded
adoption of healthy, nutritious and diversified diets
Diet diversification Micronutrient availability
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Figure B.17: Indonesia and China: Rice & Oil Palm Dominance* vs Food Crop Diversification
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Figure B.18: Indonesia needs to be better prepared to manage the likely risks associated with income growth, urban-

ization and changing diets
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5. Revitalizing Food Security and Agri-Food Development

Three shifts are recommended to modernize and
transform the agri-food system. First, the food secu-
rity approach needs to be broadened to address Indo-
nesia’s evolving needs and realize the comprehensive
vision enshrined in the FL. Second, policy goals need to
be re-adjusted, policy instruments re-tuned and the pol-
icy scope re-defined. Third, public expenditures need to
be reallocated for a greater and more productive impact.

The broadening of the food security agenda would
involve moving beyond self-sufficiency in rice and
other strategic commodities to a more balanced

consideration of food availability, affordability, nu-
tritional adequacy and quality for all, especially for
the poorest consumers. This would entail a number
of strategic changes: (i) promoting diversification (espe-
cially horticulture and livestock) to increase the supply
of micro-nutrients and proteins at reasonable prices; (ii)
supporting not just primary production, but off-farm
processing and value-addition; and (iii) focusing on
quality, not just quantity of food.

To better serve this broadened food security
agenda and strategies, policy goals would need ad-
justment. These include : (i) shifting from an exclusive

40 Oil crops in Indonesia is mostly oil palm, while oil crops in China are soybeans and other non-tree vegetable oil crops
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focus on increasing output to increasing productivity of
crops and livestock; (ii) transitioning from protecting
farmers of selected crops to enabling structural trans-
formation towards a diversified agriculture that benefits
all farmers; and (iii) moving away from protecting the
domestic market with import restrictions to supporting
the improved competitiveness of agriculture, and
opening up vast export markets for domestic produc-
ers. Current trade restrictions and price support policies
effectively tax Indonesian consumers by making a
broad range of foods much more expensive than they
would be under a different policy regime. As a result,
Indonesia’s poor can scarcely afford to purchase a nu-
tritionally balanced diet.

There would also be the need to re-tune the policy
instruments. For instance, it is time to remove non-
tariff barriers, which produce multiple distortions at dif-
ferent levels. In particular, it is recommended that rice
imports are de-monopolized and administrative con-
trols replaced with tariffs. These tariffs could be peri-
odically adjusted when there are large shifts in domestic
and international prices. In this regard, lessons can be
learnt from the recent liberalization of rice imports in
the Philippines, whereby the revenues from newly in-
troduced tariffs (that replaced other import restrictions)
are being used to compensate affected farmers through
public support to improve productivity or diversify
cropping systems. Similatly, direct market interventions
such as price support or subsidies could be avoided in
favor of approaches that fix underlying market failures.
For instance, the provision of credit and/or input sub-
sidies could be replaced by measures to deepen rural or
value-chain finance.

Further, the scope of policies should be re-defined.
First, the policy focus could be expanded beyond main-
taining supply and price stability of select strategic com-
modities to increasing productivity of agriculture, pro-
moting nutritional adequacyand enhancing farmer in-
comes. Second, policies should seek to promote private
sector involvement in the off-farm value chain activities
(such as inputs supply, processing, storage, trading and
marketing) by improving the investment climate and
ensuring that SOEs do not crowd out private enter-
prises. Third, policies should seek to foster innovation
and competitiveness by enabling investments in the de-
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velopment and dissemination of new technologies, im-
proving farmer skills and promoting farm-enterprise
productive partnerships. Finally, policies should also
seek to strengthen food safety and food quality regimes,
especially by fostering systems and capacities for im-
proved surveillance, reporting, diagnostics and manage-
ments of food-borne hazards.

Finally, changes should be made to public expend-
itures to better align with the strategic and policy
shifts. There are a number of steps that could be taken
here. First, it is recommended that the large fertilizer
subsidies ate reduced in a phased manner. Instead,
these could be re-deployed for strengthening technical
and regulatory services (e.g. promotion of new technol-
ogies, climate smart agriculture R&D, e-extension and
digital market services) which are critical for improving
agricultural productivity, managing production-related
risks, reducing agriculture’s environmental footprint
and promoting (demand-driven) agricultural diversifica-
tion. Second, more resources could be allocated to im-
prove rural and urban infrastructure (farm to market
roads, warehousing facilities, wholesale markets, clean
and healthy wet markets) to improve the marketing po-
sition of farmers, reduce post-harvest losses, and miti-
gate food safety hazards. Third, more investment
should be made in food safety management and other
measures for consumer protection. Household food se-
curity is ultimately about consumption of affordable,
healthy, and safe foods. Public policies and spending
could be strengthened to support this. Finally, it is rec-
ommended that irrigation expenditures are re-balanced
away from investment in new infrastructure to ensure
adequate operations and maintenance of existing infra-
structure as well as on-farm investments to raise irriga-
tion system productivity.

Overall, the government could leverage the devel-
opment of the agri-food system to advance other
national priorities. Further modernization of agricul-
ture could boost growth, farm incomes, jobs, exports
and environmental sustainability, while delivering more
food choice, value, safety and convenience to consum-
ers at more stable and competitive prices. Thus, it
would also serve the broader goals of inclusion, nutri-
tion, resilience, competitiveness and long-term eco-
nomic growth.
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Annexes

Program name

Benefit type, beneficiary
selection and coverage

Annex Table 1: Summary of Key Government SA Programs Included in the Poverty Simulations

Increased cover-
age above pre
COoVID-19

Benefit level & dura-

tion

Implementation

Phase I: Sembako Existing food assistance Expansion from Increased benefits of Monthly, for 9 months
8 packages program, targeting the 15.2 to 20 million IDR 200,000/month (for  (starting in March for
introduced poorest 25 percent in- households, identi- 12 months) existing households,
in April cluded in the DTKS fied among those expansion started in
2020 already in the April)
DTKS
PKH Existing family conditional Expansion from Increased benefits by Monthly-for 9 months
cash transfer, targeting the 9.2 to 10 million 25% for 12 months (starting in April)
poorest 15 percent in the households identi-
DTKS fied among those
already in DTKS
Kartu Pra-Kerja Pre-employment card tar- Expansion from 2 Training: IDR 1 million Launched in April, roll-
geting jobseekers, age 18 to 5.6 million into-  (one time), benefits of ing out progressively
or above who are not in for-  tal IDR 600,000/month (4
mal education and not re- months), IDR
ceiving PKH or Sembako 50,000/months (3
months)
UCT (Non- Newly launched uncondi- 9 million house- IDR 600,000/month (3 April-December, 2020
Jabodetabek) tional cash transfer, target-  holds months), then IDR
ing households in DTKS 300,000/month (6
and outside Jabodetabek months)
area, who are not currently
covered in any of existing
programs (Sembako, PKH,
and Pra-Kerja)
Sembako New food transfer covering 1.3 million house- Food package equiva- April-December, 2020
(Jabodetabek) Covid-19 affected vulnera- holds in Jakarta, lent to IDR
ble residents of Jakarta 600,000 house- 600,000/month (3
and districts surrounding holds in periphery months), then IDR
the capital (Bodetabek) districts 300,000/month (6
(Bodetabek) months)
Electricity Sub- Newly launched electricity All households HHs with 450 VA — fee April-December, 2020
sidy for House- fee waiver and partial dis- subscribing to waiver (9 months)
holds counts for households 450VA (24 million )
households) and HHs with 900 VA —
R1/900VA or 50% off bills (9 months)
R1/T900VA (7.2
million house-
holds) electricity
connection.*!
BLT Dana Desa Newly launched uncondi- 11 million rural IDR 600,000/month (3 April-December, 2020
(Village Fund) tional cash transfer using households, priori-  months), then IDR
31 percent of Indonesia’s tizing those who 300,000/month (6
Village Fund (Dana Desa) lost main source of  months)
program will be re-allo- income due to
cated targeting rural house-  Covid-19%
holds, uncovered by Sem-
bako, PKH, and Prakerja
program and affected by
Covid-19
Phase II: Electricity Sub- Newly launched electricity 501,000 micro/ul- Fee waiver for micro/ul-  May-December, 2020
New pro- sidy for UMKM  fee waiver for UMKM tra-micro-enter- tra-micro enterprises
grams intro- prises with 450 VA
duced on
August

# These add up to 50 million households in the 2019 SUSENAS.
#2'The WB simulation model assumes 12.5 million households on basis of eatlier plans from MOF.
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2020 (top-
ping up the
on-going
Phase | pro-
grams)
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UCT for Sem-
bako Benefi-
ciaries

New one-time uncondi-

tional cash transfer, target-
ing Sembako beneficiaries
who are not receiving PKH

9 million house-
holds

IDR 500,000 (one time)

August, 2020

Rice Assis-
tance for PKH
Beneficiaries

New rice assistance for all
PKH beneficiaries

10 million house-
holds

15 kg rice/month (for 3
months)

August-October 2020

Banpres
Produktif

Newly launched grant for
micro/ultra-micro enter-
prises affected by Covid-19
and not receiving credit
program

12 million micro/ul-

tra-micro enter-
prises

IDR 2,400,000 (one
time)

Launched in August,
application opens until
December 2020

Wage Subsidy

Newly launched uncondi-
tional cash transfer for
workers with salary < IDR
5,000,000 and registered
on BPJS TK

15.7 million work-

ers

IDR 1,200,000/two-
month (2 months)

September-December
2020

Source: World Bank staff compilation from various sources
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Annex Table 2: Budget outcomes

(IDR trillion)
2013 2014 2015 | 2016 2017 | 2018 | 2019 |
Actual ‘ Actual ‘ Actual ‘ Actual Actual ‘ Actual ‘ Actual ‘
A. State revenue and grants 1,338 1,439 1,550 1,508 1,556 1,666 1,944 1,961
1. Tax revenue 981 1,077 1,147 1,240 1,285 1,344 1,519 1,546
2. Non-tax revenue 352 355 399 256 262 311 409 409
B. Expenditure 1,491 1,651 1,777 1,807 1,864 2,007 2,213 2,309
1. Central government 1,011 1,137 1,204 1,183 1,154 1,265 1,455 1,496
2. Transfers to the regions 481 513 574 623 710 742 758 813
C. Primary balance -53 -99 -93 -142 -126 -124 -11 -73
D. SURPLUS / DEFICIT -153 -212 -227 -298 -308 -341 -269 -349
(percent of GDP) -1.8 2.2 -2.1 -2.6 -2.5 -2.5 -1.8 -2.2

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

Annex Table 3: Balance of payments
(USD billion

Balance of payments -71 4.7 24 -2.0 0.0 4.3 -8.5 9.2 21

Percent of GDP -0.7 0.4 0.9 -0.7 0.0 1.5 -3.1 3.8 0.8
Current account -30.6 -30.4 -6.6 -8.2 -7.5 -8.1 -3.7 -2.9 1.0

Percent of GDP -2.9 -2.7 -2.5 -3.0 -2.6 -2.8 -1.3 -1.2 0.4
Trade balance -6.7 -4.2 -0.3 -1.3 -0.9 -1.7 2.6 1.8 7.2
Net income & current transfers -23.9 -26.1 -6.3 -6.9 -6.6 -6.4 -6.2 -4.7 -6.2
Capital & Financial Account 25.2 36.7 9.9 6.8 7.5 12.5 -3.1 10.6 1.0

Percent of GDP 2.4 3.3 3.7 2.4 2.6 4.4 -1.1 4.3 0.4
Direct investment 12.5 20.1 5.9 5.8 5.2 3.1 4.0 3.9 1.1
Portfolio investment 9.3 22.0 55 4.6 4.6 7.3 -6.1 9.8 -1.9
Other investment 3.3 -5.6 -1.6 -3.6 -2.5 21 -0.7 -3.1 1.8
Errors & omissions -1.7 -1.6 -0.9 -0.5 0.0 -0.1 -1.8 1.6 0.0
Foreign reserves* 120.7 129.2 124.5 123.8 124.3 129.2 121.0 131.7 135.2

Source: Ministry of Finance, Republic of Indonesia; World Bank staff calculations
Note: *Reserve at end-period
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Annex Table 4: Indonesia’s historical macroeconomic indicators at a glance
2000 2011 2012 2013 2014 2015

National Accounts (% change)’

Real GDP 4.9 6.2 6.0 5.6 5.0 4.9 5.0 5.1 5.2 5.0
Real investment 11.4 8.9 9.1 5.0 4.4 5.0 4.5 6.2 6.6 4.4
Real consumption 4.6 5.1 5.4 5.7 4.7 4.9 4.3 4.6 51 4.9

Private 3.7 5.1 55 5.5 5.3 4.8 5.0 5.0 5.1 5.2
Government 14.2 5.5 4.5 6.7 1.2 5.3 -0.1 21 4.8 3.2
Real exports, GNFS 30.6 14.8 1.6 4.2 1.1 -2.1 -1.7 8.9 6.5 -0.9
Real imports, GNFS 26.6 15.0 8.0 1.9 21 -6.2 -2.4 8.1 11.9 -7.7
Investment (% GDP) 19.9 31.3 32.7 325 324 324 32.2 32.6 33.0 32.8

Nominal GDP (USD billion) 165 893 918 915 891 861 932 1,016 1,042 1,119

GDP per capita (USD) 857 3,688 3,741 3,668 3,532 3,368 3,605 3,886 3,945 4,193

Central Government Budget (% GDP)?

Revenue and grants 13.9 15.5 15.5 15.1 14.7 13.1 12.5 12.3 13.1 12.4
Tax revenue 7.8 11.2 11.4 11.3 10.9 10.8 104 9.9 10.2 9.8
Non-tax revenue 6.0 4.2 4.1 3.7 3.8 2.2 2.1 2.3 2.8 2.6

Expenditure 15.0 16.5 17.3 17.3 16.8 15.7 15.0 14.8 14.9 14.6
Consumption 2.7 3.8 3.9 41 4.0 4.5 4.6 4.4 4.7 4.5
Capital 1.7 1.5 1.7 1.9 1.4 1.9 14 1.5 1.2 1.1
Interest 3.4 1.2 1.2 1.2 1.3 14 1.5 1.6 1.7 1.7
Subsidies 4.2 3.8 4.0 3.7 3.7 1.6 14 1.2 1.5 1.3

Budget balance -1.1 -1.1 -1.8 2.2 -2.1 -2.6 -2.5 25 -1.8 2.2

Government debt 97.9 231 23.0 24.9 24.7 27.5 28.3 294 29.8 30.2
o/w external government debt 51.4 11.7 11.9 11.8 13.3 16.0 16.6 17.5 17.6 17.9

Total external debt (including private sec- g7 4 955 275 292 329 361 343 347 360  36.1

tor)

Balance of Payments (% GDP)3?

Overall balance of payments . 1.3 0.0 -0.8 1.7 -0.1 1.3 1.1 -0.7 0.4

Current account balance 4.8 0.2 -2.7 -3.2 -3.1 -2.0 -1.8 -1.6 -2.9 -2.7
Exports GNFS 42.8 23.8 23.0 22.5 22.3 19.9 18.0 19.1 20.3 17.9
Imports GNFS 33.9 21.2 23.2 23.2 22.7 19.3 171 18.0 21.0 18.3
Trade balance 8.9 2.7 -0.2 -0.7 -0.3 0.6 0.9 1.1 -0.6 -0.4

Financial account balance . 1.5 2.7 2.4 5.0 2.0 3.1 2.8 2.4 3.3
Direct investment -2.8 1.3 1.5 1.3 1.7 1.2 1.7 1.8 1.2 1.8

Gross official reserves (USD billion) 294 110 113 99 112 106 116 130 121 129

Monetary (% change)?

GDP deflator 204 7.5 3.8 5.0 5.4 4.0 24 4.3 3.8 1.6

32;* Indonesia benchmark policy rate 6.3 48 43 6.0 5.0

Domestic credit (eop) . 24.6 231 21.6 11.6 104 7.9 8.2 11.8 6.1

Nominal exchange rate (average, 10,46 11,86 13,38 13,30 13,38 14,23 13,40

IDR/USD) 8392 8776 9384 0 9 9 9 1 8 3

Prices (% change)’

Consumer price Index (eop) 9.4 3.8 3.7 8.1 8.4 3.4 3.0 3.6 3.1 2.6

Consumer price Index (average) 3.7 5.3 4.0 6.4 6.4 6.4 3.5 3.8 3.2 2.8

Indonesia crude oil price (USD per barrel, 28 11 107 107 60 35 51 61 55 67

eop)*
Source: ! BPS and World Bank staff calculations, using revised and 2010 rebased figures. 2 MoF and World Bank staff calculations, 3 BI, 4 CEIC
Note: Consumer price index was rebased in 2007, 2012, and 2018. Figures are based on the reported base year.
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Annex Table 5: Indonesia’s development indicators at a glance
2000 2011 2012 2013 2014 2015 2016 2017 2018 2019

Demographics’

Population (million) 212 245 248 252 255 258 262 265 268 271

Population growth rate (%) 1.4 1.3 1.4 1.3 1.3 1.3 1.2 1.2 1.1 1.1

Urban population (% of total) 42 51 51 52 53 53 54 55 55 56

Dependency ratio (% of working-age population) 55 51 50 50 49 49 49 48 48 48

Labor Force?

Labor force, total (million) 98 117 120 120 122 122 125 128 131 134
Male 60 73 75 75 76 77 77 79 80 82
Female 38 44 46 45 46 46 48 49 51 51

Agriculture share of employment (%) 45 36 35 35 34 33 32 30 29 27

Industry share of employment (%) 17 21 22 20 21 22 21 22 23 23

Services share of employment (%) 37 43 43 45 45 45 47 48 48 49

Unemployment, total (% of labor force) 8.1 7.4 6.1 6.2 5.9 6.2 5.6 5.5 5.4 5.3

Poverty and Income Distribution®

Median household consumption (IDR 000 per month) 104 421 446 487 548 623 697 765 835 872

National poverty line (IDR 000 per month) 73 234 249 272 303 331 354 374 401 425

Population below national poverty line (million) 375 300 287 286 277 285 278 266 257 251

Poverty (% of population below national poverty line) 191 125 120 114 113 112 109 106 9.8 9.4
Urban (% of population below urban poverty line) 14.6 9.2 8.8 8.4 8.3 8.3 7.8 7.7 7.0 6.7
Rural (% of population below rural poverty line) 224 157 15.1 143 142 142 141 13.9 132 129
Male-headed households 191 124 19 12 112 110 107 105 9.7 9.2
Female-headed households 179 134 127 117 119 131 123 118 112 107

Gini index 030 041 041 041 041 040 039 039 038 0.38

Percentage share of consumption: lowest 20% 9.6 7.4 7.5 7.4 7.5 7.2 71 7.0 7.0 6.9

Percentage share of consumption: highest 20% 38.6 465 467 473 468 473 46.2 457 454 455

Public expenditure on social assistance (% of GDP)* . 0.5 0.5 0.7 0.6 0.8 0.7 0.7 0.7 0.8

Health and Nutrition'

Physicians (per 1,000 people) 0.2 . 0.3 0.3 . 0.3 . 0.4 0.4

Under five mortality rate (per 1000 children under 5 years) 52 33 31 30 29 28 27 26 25 24

Neonatal mortality rates (per 1000 live births) 23 17 16 16 15 15 14 13 13 12

Infant mortality (per 1000 live births) 41 27 26 25 24 23 23 22 21 20

It\)/iIftLeg)nal mortality ratio (modeled est., per 100,000 live 279 291 214 207 199 192 184 177

miﬁ;ies vaccination (% of children between 12 and 24 76 80 82 87 86 87 88 20 89 88

Public health expenditure (% of GDP) 0.7 0.9 1.0 1.0 1.1 1.2 1.4 1.4 1.4 1.5

Education®

Primary net enroliment rate (%) . 92 93 92 93 97 97 97 98 98
Female (% of total net enrollment) . 49 49 50 48 49 49 49 49 49

Secondary net enroliment rate (%) . 60 60 61 65 66 66 79 79 79
Female (% of total net enrollment) . 50 49 50 50 51 51 49 49 50

Tertiary net enroliment rate (%) " 14 15 16 18 20 21 19 19 19
Female (% of total net enrollment) . 50 54 54 55 56 55 53 53 52

Adult literacy rate (%) " 91 92 93 93 95 95 96 96 96

Public spending on education (% of GDP)® . 3.3 3.3 3.3 3.3 3.5 3.4 3.1 3.0 3.1

Public spending on education (% of spending)® . 189 179 173 174 193 200 200 20.0 183

Water and Sanitation’

Access to at least basic drinking water services (% of pop- 76 85 86 87 87 88 89 89

ulation)
Urban (% of urban population) 90 93 94 94 94 95 95 95
Rural (% of rural population) 66 76 77 78 79 80 81 82
; L de o )
:i\gr(]:;ess to at least basic sanitation facilities (% of popula 41 62 64 66 67 69 71 73
Urban (% of urban population) 63 74 75 76 77 78 79 80
Rural (% of rural population) 25 50 52 54 57 59 62 65
Others'
E’Bpomon of seats held by women in national parliament 8 18 19 19 17 17 17 20 20 17

Source: ! World Development Indicators; 2 BPS (Sakernas); 3 BPS (Susenas) and World Bank; 4 MoF, World Bank staff estimate and calculations, Social assistance
includes spending on Raskin, health insurance for the poot, scholarship for the poor, family hope program (PKH), cash for work (PKT, 2018), and remaining
MOSA and social protection function expenditures and actuals; 5 MoF.
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