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A Growing Crisis of Confidence

Private De bt e Subprime crisis originates in US banks

e Systemic banking crisis spreads from US to
Europe

e Problems in euro periphery sovereign debt
e Medium-term debt burdens in core AE

e Difficulty in reaching political consensus on
fiscal consolidation and adjustment



... Prompting a Flight to Safe Assets

Asset Price Performance since April GFSR
(percent, VIX in percentage points; VIX and sovereign CDS inverted)

Sovereign CDS Bank equities Commodities Risk assets Safe-haven assets




Sovereign Strains Becoming More Widespread ...

Credit Default Swap Spreads
(basis points)
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Risks — Negative Feedback Loops
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Global Activity Has Weakened as
Confidence Has Fallen

Manufacturing PMI Consumer Confidence

(index; > 50 = expansion; sa) (index; January 2006 = 100; sa)

N\ dyanced —Emerging 5, —Japan o F 10 Area

Sep. 2011

Oct. 2011
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Weakness is Projected to Persist

WEO Real GDP Growth Projections
(percent change from a year earlier)

Adv. Emeg.
APEC 5. Japan APEC China Russia Mexico

2011 . : 1.6 : 05 76 95 43 38

(Sep 2011)

2011 . . 2.8 : 14 78 96 48 46

(Apr 2011)

2012

(Sep 2011)

2012

(Apr 2011)







Policy Imperatives

Credible medium-term fiscal
consolidation plans

Liquidity provision and

stabilization of issuance costs
for banks and sovereigns

Rebuilding bank capital
buffers




Two Rebalancing Acts

| Internal | -

Higher domestic demand

== Fiscal consolidation

L Stronger private

domestic demand

in surplus economies

B Lower domestic demand
in deficit economies




Fiscal Consolidation: Proceeding, But a Long
Way to Go

Change in Cyclically-Adjusted Primary Balances
(percent of GDP)

Bl Estimated adjustment (2010-11) Bl Frojected adjustment (2011-15) Bl Remaining adjustment until 2020 to achieve
illustrative debt targets 1/

s —
-
-

Portugal Australia

Spain

6 4 -2 0 2 4 6 8 10 12 14 16 6 4 -2 0 2 4 6 & 10 12 14 16

1/ Total required adjustment to reduce the gross debt ratio to 60 percent by 2030 (net debt target of 80 percentfor lapan). After 2020, the primary balance must be
maintained constant at the prevailing level until 2030.




Private Demand Weak in Advanced
Economies

Timid policies

Slow bank balance sheet repair

Sovereign debt concerns

Low confidence

Slow growth prospects
Financial market stress
Tighter financial conditions
Mutually reinforcing concerns

Particularly acute in Europe, but felt elsewhere as well

12



External Rebalancing Stalling

Global Imbalances 1/
(current account; percent of world GDP)

.5 L . CHM . GER Il IPN m GIPS K = Discrepancy

00 01 02 03 04 05 06 o7 08 09 10 11 12 13 14 15 16

1/ OIL = Qil-exporting countries; EMA = Emerging Asia excluding China; ROW = Rest of the World; GIPS = Greece, Italy, Portugal, and Spain
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Strong Export Performance

Exports by Countries _ Export Volume Indices
(USD hillion) (2000=100)

Total (right scale)
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Indonesia Less Vulnerable to Trade Spillovers
than Other Asian Countries

Contribution of External Demand to Value
Added by Sources of Final Demand

(In percent of GDF)
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Low Exposure to European Banks, but Large
Foreign Holdings of Government Debt

Selected Asia: Foreign Holdings in Local Consolidated Claims of European and U.S.
Currency Government Bonds Banks on Selected Asia

(In percent of total outstanding local currency (In percent of GDP)

government bond) B Other European banks
O U.K. banks

Indonesia —O— Korea E Euro area (excl. France) banks
® French banks

Malaysia === Thailand
U.S. banks

:l_

Korea

Taiwan
China

Province of

Australia
Malaysia
New Zealand
Philippines
Thailand
Indonesia

Note: Claims are on immediate borrower basis. Uses sum of quarterly GDP
in U.S. dollar between 2010:Q2 and 2011:Q1 in the denominator.
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Headline Poverty and Unemployment
Rates Have Fallen but Inequality is Rising
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Headline Inflation Slows Because of Food
Prices

(Year-on-Year Percentage)

Index Number
=
[
(W]

2

0.00
Jan08 Jun-08 Nov-08 Apr-09 Sep-09 Feb-10 Jul-10 Dec-10 May-11 Oct-11 January  March  May July  September November




But Rising Price Expectations and Strong Credit
Growth Implies Potential Inflationary Pressures
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Fiscal Deficits and Public Debt Small by International
Standards, and Financing Requirements Manageable
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Tax Revenues are Very Weak

General Government Revenue, 2010
(In percent of GDP)

Thailand

Fhilippines
Indonesia
South Africa
Argentina

Source: . Fiscal Manitor, Aprl 2011




Fiscal Policy is Being Distorted by Rising Subsidies:
Indonesia is Lagging Behind the Rest of the World in
Price Adjustment

Ratio of premium gasoline price to world average Energy subsidies as percent of GDP
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Pump price for super gasoline (USD per liter) * IMF staff projection
** Assuming elimination of subsidies by 2014



Build-up of Reserves Financed From Current
and Capital Accounts

130,000

Balance of Payments
(in millions of USD) 110,000

90,000
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Conclusion

Pt S

Indonesia can get through global turmoil with relatively less adverse
impact, but will be affected.

Given the many and large advantages, Indonesia should not miss the
opportunity to accelerate growth. This package of positive elements
may not last long. Some key priorities:

* Manage the macroeconomic cycle
* Land acquisition bill

* Increased public infrastructure and successful pilot PPPs

* Strengthen safety nets (financial and social)




The IMF in Indonesia
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