
INDONESIA
Table 1 2022
Population, million 279.1

GDP, current US$ billion 1319.1

GDP per capita, current US$ 4725.7

International poverty rate ($2.15)a 2.5

Lower middle-income poverty rate ($3.65)a 20.3

Upper middle-income poverty rate ($6.85)a 60.5

Gini indexa 37.9

School enrollment, primary (% gross)b 90.1

Life expectancy at birth, yearsb 68.8

Total GHG emissions (mtCO2e) 1990.2

Source: WDI, Macro Poverty Outlook, and official data.
a/ Most recent value (2022), 2017 PPPs.
b/ Most recent WDI value (2020).

Robust terms of trade and private con-

sumption boosted growth and reduced

poverty in 2022. Elevated inflation trig-

gered a cycle of monetary policy tighten-

ing. Commodity windfalls and subsidy

adjustments supported fiscal consolida-

tion and a current account surplus, eas-

ing external financing needs amid chal-

lenging global conditions. Growth is ex-

pected to ease from 2023 onwards. Geopo-

litical uncertainty, inflation, and global

monetary tightening pose downside risks,

though prospects in key trading partners

improved recently.

Key conditions and
challenges

The economy sustained a strong recovery
on the back of elevated global commodity
prices and the unwinding of domestic pan-
demic restrictions. Pockets of vulnerability
are nonetheless evident, including infla-
tionary pressures, tighter monetary and
fiscal policy, and downward trending ca-
pacity utilization in food-related sectors.
Despite steady progress in poverty reduc-
tion, ensuring households' economic secu-
rity remains a key equity challenge.
Robust growth, windfall commodity rev-
enues, and cuts to energy subsidies have
improved the fiscal position and mitigat-
ed the impact of a sharp consolidation
in 2023. However, low revenue collections
continue to constrain development spend-
ing that is critical for boosting productiv-
ity and growth.
Headline inflation (5.3 percent yoy in Janu-
ary)haspersistedabovetheceilingofBankIn-
donesia’s (BI) target band, placing stress on
household purchasing power especially for
thepoorest.However, it lookstohavepeaked
and begun its descent. Core inflation, by con-
trast, has trended higher on account of a nar-
rowing output gap and second-round
passthroughofearlierenergypricehikes.
Effective management of inflation remains
critical to macroeconomic stability and the
ongoing economic recovery. BI policy rates
have been raised significantly to cool price
pressures and prevent the de-anchoring of
inflation expectations.

Recent developments

The economy continued its robust recov-
ery, despite the global downturn. GDP
grew by 5.3 percent in 2022, up from 3.7
percent a year earlier. Private consumption
and investment contributed 3.9 percentage
points to growth, amidst a dwindling role
for government spending. On the supply
side, key contributors were the manufac-
turing, transportation and warehousing,
wholesale and retail trade, and telecom-
munication sectors.
Poverty declined sharply in 2022. The
US$3.65 2017 PPP poverty rate continued
its downward trend from 22.4 percent in
2021 to 20.3 percent in 2022. This progress
continues to be driven by increased private
consumption as the economic recovery
boosts labor incomes. Negative impacts
from high inflation were mitigated by tar-
geted cash transfers. This included trans-
fers of around 75 percent of monthly per
capita household expenditure in Septem-
ber and December 2022 aimed at offsetting
the impacts of fuel subsidy cuts.
Headline inflation accelerated in 2022, as
global food and energy prices rose, and the
Rupiah depreciated. Headline CPI peaked
at 6.0 percent yoy in September, as fuel
subsidies were cut, though moderated lat-
er as food price inflation eased. Food price
inflation – which places a heavier burden
on poorer households – reached 9.4 per-
cent yoy in July, but ended the year av-
eraging just 5.4 percent. The earlier spike
was driven by global logistics bottlenecks
and disruptions of food supply caused by

FIGURE 1 Indonesia / Real GDP growth and contributions
to real GDP growth
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FIGURE 2 Indonesia / Actual and projected poverty rates
and real GDP per capita
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Russia’s invasion of Ukraine. Core infla-
tion has trended higher since late 2021,
reaching 3.3 percent yoy by January 2023.
Strong commodity prices boosted the cur-
rent account surplus to 1.0 percent of GDP
in 2022 and bolstered the external position
against the tightening of global financing
conditions. Exports growth, up 16.3 per-
cent yoy, benefited from strong coal and
base metals performance, while imports
growth slumped relative to 2021. Like in
other emerging market economies, In-
donesia experienced significant capital
outflows in 2022, as the US Fed raised
rates, putting pressure on the Rupiah. With
BI leaning against the ensuing deprecia-
tion (down 11.8 percent yoy) international
reserves declined by US$7.7 billion. Nev-
ertheless, its level remains adequate cover-
ing 5.6 months of imports.
The 2022 fiscal deficit declined to 2.4 per-
cent of GDP, a vast improvement over the
Budget Law target and fulfilling the gov-
ernment consolidation objective one year
early. Total revenues rose from 11.8 per-
cent of GDP in 2021 to 13.4 percent,
buoyed by high commodity prices and the
broader economic rebound. Spending de-
clined from 16.4 percent of GDP to 15.8
percent, despite energy prices driving up
subsidy spending. It was brought down by
an unwinding of pandemic-era programs

and adjustments to subsidized fuel prices.
Lower fiscal financing needs supported a
decline in public debt to GDP.

Outlook

The economy is expected to slow moderate-
ly to 4.9 percent in 2023-24, and then nudge
higher to 5.0 percent in 2025. Headline infla-
tion will unwind at a slow pace given new
pressures from firms gradually passing on
their higher input costs to consumers and
from a core inflation build-up as the output
gap closes in 2024. Higher prices will damp-
en private consumption, more than offset-
ting the upside from the removal of pan-
demic restrictions. As key commodity
prices ease from recent highs, the terms of
trade will soften. Nonetheless, persistent
strength in export volumes should continue
to support the current account.
The budget is expected to record a deficit
of 2.5 percent in 2023. Declining commod-
ity prices and softer growth will weigh on
revenue performance. This will be counter-
balanced by emerging fiscal space from fu-
el price cuts and reduced pressure on the
subsidy budget from global energy prices.
With fiscal consolidation already com-
plete, the government can expect to meet

its fiscal financing needs while navigating
emerging external risks. Looking ahead,
tax policy and administration reforms are
needed to boost revenues and finance pro-
ductive spending on health, infrastructure,
and social protection.
Moderating growth and inflation-driven
erosion of household budgets are expected
to slow the pace of poverty reduction from
around 2.2 percentage points per year in
2021-22 to 1.7 per year until 2025. Boosting
growth through structural reforms, keep-
ing a lid on inflation, creating opportuni-
ties to increase labor income, and improv-
ing the targeting and coverage of social
protection will be crucial to achieving
faster poverty eradication.
Downside risks to growth are significant,
but external factors have improved in re-
cent months. Geopolitical uncertainty and
inflation remain a concern, as do amplified
spillovers from globally uncoordinated
monetary policy tightening. However, In-
donesia’s largest trading partner, China, is
rapidly re-opening, while the US and Euro
area may expect less severe slowdowns
than previously projected. Domestic risks
include moderating growth and rising core
inflation as the output gap closes. Balanced
macroeconomic policy interventions will
be important to reduce inflation pressures
without sacrificing growth.

TABLE 2 Indonesia / Macro poverty outlook indicators (annual percent change unless indicated otherwise)

2020 2021 2022e 2023f 2024f 2025f
Real GDP growth, at constant market prices -2.1 3.7 5.3 4.9 4.9 5.0

Private Consumption -2.7 2.0 4.9 4.6 4.7 5.0
Government Consumption 2.1 4.2 -4.5 3.1 1.4 -1.2
Gross Fixed Capital Investment -5.0 3.8 3.9 6.2 5.9 6.1
Exports, Goods and Services -8.4 18.0 16.3 17.1 8.9 9.0
Imports, Goods and Services -17.6 24.9 14.7 9.0 9.4 9.5

Real GDP growth, at constant factor prices -1.6 3.3 4.9 4.9 4.9 5.0
Agriculture 1.8 1.9 2.3 5.4 3.9 2.5
Industry -2.8 3.4 4.1 4.4 4.4 4.5
Services -1.5 3.5 6.5 5.3 5.7 6.1

Inflation (Consumer Price Index) 2.0 1.6 4.2 4.5 3.8 3.5

Current Account Balance (% of GDP) -0.4 0.3 1.0 0.0 -0.4 -1.0
Net Foreign Direct Investment Inflow (% of GDP) 1.3 1.5 1.1 1.4 1.4 1.5

Fiscal Balance (% of GDP) -6.1 -4.6 -2.4 -2.5 -2.5 -2.5
Revenues (% of GDP) 10.7 11.8 13.4 12.5 12.7 12.9
Debt (% of GDP) 39.3 40.7 39.5 39.1 38.7 38.5
Primary Balance (% of GDP) -4.1 -2.5 -0.4 -0.5 -0.5 -0.4

International poverty rate ($2.15 in 2017 PPP)a,b 3.8 3.6 2.5 2.0 1.6 1.3

Lower middle-income poverty rate ($3.65 in 2017 PPP)a,b 23.5 22.4 20.3 18.4 16.7 15.1

Upper middle-income poverty rate ($6.85 in 2017 PPP)a,b 60.8 60.7 60.5 58.7 56.9 55.1

GHG emissions growth (mtCO2e) 1.0 1.9 -1.3 1.1 0.5 1.6
Energy related GHG emissions (% of total) 31.2 32.3 31.2 31.7 31.9 32.9

Source: World Bank, Poverty & Equity and Macroeconomics, Trade & Investment Global Practices. Emissions data sourced from CAIT and OECD.
Notes: e = estimate, f = forecast.
a/ Calculations based on EAPPOV harmonization, using 2011-SUSENAS and 2022-SUSENAS. Actual data: 2022. Forecasts are from 2023 to 2025.
b/ Projection using annualized elasticity (2011-2022) with pass-through = 1 based on GDP per capita in constant LCU.

MPO Apr 232


	Indonesia
	Key conditions and challenges
	Recent developments
	Outlook


