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     Rating and Investment Information, Inc. (R&I) has announced the following:

RATIONALE:

R&I Affirms BBB-, Stable: Republic of Indonesia

ISSUER: Republic of Indonesia
Foreign Currency Issuer Rating: BBB-, Affirmed
Rating Outlook: Stable

     Indonesia's economy has been stable despite uncertainty lingering over external demand. The central 
bank's accommodative monetary policy and the government's proactive fiscal policy will underpin the 
economy. Fiscal deficits are kept low, and fiscal soundness is maintained. While the external debt position 
of non-financial corporations requires attention, foreign currency liquidity risk is unlikely to increase, given 
the size of foreign reserves and regulations by the central bank, among others. In light of these factors, 
R&I has affirmed the Foreign Currency Issuer Rating at BBB- with a Stable Rating Outlook. Institutional 
reforms conducive to infrastructure development and investment climate improvement are finally 
underway. If such moves lead to strengthening of economic fundamentals and the likelihood of higher 
economic growth increases, the creditworthiness will be positively affected.
     Growth in real gross domestic product (GDP) has slowed down owing to changes in the global 
economic and financial environment, ending at 5% and 4.8% in 2014 and 2015, respectively. In 2015, the 
lack of momentum in private consumption and investment was particularly noticeable, but the government 
spending that began in earnest in the latter half of the year acted as a driving force for the economy. The 
economic growth in 2016 is also expected to continue to be driven by the public sector. On the back of a 
fall in the inflation rate and lower downward pressure on the currency, the central bank shifted to 
monetary easing, which may boost private consumption going forward. R&I forecasts that real GDP for 
2016 will grow by about 5%.
     The Joko Widodo government announced a series of economic packages in the latter half of 2015. It 
aims to boost the country's economic growth potential over the medium term by, among other measures, 
maintaining people's purchasing power, promoting investment, revitalizing domestic firms, and improving 
logistics environment. Some of the procedures required for law revisions have already been completed. 
The government's moves toward structural reforms, which have been awaited since it took office, have 
just begun in earnest. Because the burden of fuel subsidies lightened, the proportion of infrastructure 
expenditures in the government budget increased substantially. In order to meet infrastructure 
development demand estimated for the period from 2015 to 2019, it will be essential to utilize financing 
schemes other than the government budget. Eyes will be on future actions to be taken.
     The current account deficit in 2015 was 2.1% of GDP. This is an acceptable level for the rating, and 
the deficit is projected to stay at around the 2-3% range. While its external debt is as low as 36.1% of 
GDP as of end-2015, Indonesia has foreign reserves that are almost double the amount of the external 
debt maturing within a year. As regards external debt in the private sector, which has risen sharply for the 
past 5-6 years, attention should be paid to a risk that the repayment burden may squeeze corporate 
earnings and drag down the economic recovery. The size of the private sector's external debt is as small 
as nearly 20% of GDP, and the central bank keeps currency risk in check by introducing regulations on 
foreign currency debt hedging and other measures. It is unlikely that the stability of the Indonesian 
economy will be shaken.
     As a result of terminating its gasoline subsidy in 2015 and implementing a fixed diesel subsidy, the 
government successfully reduced its subsidy expenditures by more than half from a year earlier, and the 
percentage of such fuel subsidies fell to 10% of total spending. The saved budget was allocated to 
infrastructure-related expenditures, which increased 63% year on year to 2.5% of GDP. R&I positively 
views the fact that the reform of the subsidy system widened the budgetary space for expenditures 
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relating to infrastructure and other areas that can enhance productivity. Meanwhile, the fiscal balance is 
deteriorating partly because of sluggish growth in revenues. The fiscal deficit in 2015 was 2.5% of GDP. 
With the economy still facing a number of challenges, the fiscal deficit target of 2.15% of GDP for the 
2016 budget needs to be revisited. Given the government's firm commitment to maintaining fiscal 
discipline, R&I believes that the fiscal deficit will not exceed the upper ceiling of 3%; however, in the 
medium term, revenue expansion through tax reform will likely be required.
     The central government outstanding debt is in the range of 20% of GDP, ending at 26.8% at end-2015. 
It increased from the previous year, but still remains at a low level. The ratio of domestically issued 
government bonds held by non-residents is rising, standing at around 38% as of end-2015. The inflow of 
funds from non-residents has so far been relatively stable. Given the economic and fiscal stability, the 
funding environment will unlikely worsen.

     The primary rating methodology applied to this rating is provided at "R&I's Analytical Approach to 
Sovereigns". The methodology is available at the web site listed below, together with other rating 
methodologies that are taken into consideration when assigning the rating.
     http://www.r-i.co.jp/eng/cfp/about/methodology/index.html

R&I RATINGS:
ISSUER: Republic of Indonesia

Foreign Currency Issuer Rating
RATING: BBB-, Affirmed
RATING OUTLOOK: Stable

Japanese Yen Bonds Series E Issue Date Maturity Date Issue Amount (mn)
Aug 13, 2015 Aug 13, 2018 JPY 22,500

RATING: BBB-, Affirmed

Japanese Yen Bonds Series F Issue Date Maturity Date Issue Amount (mn)
Aug 13, 2015 Aug 13, 2020 JPY 22,500

RATING: BBB-, Affirmed
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