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INDONESIA 

Credit Risk Rating:  5 

Bias: Positive 

 

INTERNAL 
FINANCIAL: 
 

President Yudhoyono has come out with a 14-year “master plan” to crank up economic growth to 

Chinese rates by boosting investment and lowering government-imposed barriers for business. Given 

the authorities’ past performance there is room for some skepticism as to how this plan will be 

implemented, but at least the scheme recognizes that an acutely inadequate infrastructure is one of the 

biggest obstacles to faster growth. Local and foreign companies are expected to invest up to USD 465 

billion over the nest 14 years, in six regions that will be handled in a manner similar to the treatment of 

Special Economic Zones, i.e., the government will make it easier to invest there. The administration will 

allocate around USD 64 billion to build roads, railways, seaports, telecommunication and energy 

projects through 2015, while private firms are projected to invest an additional USD 35 billion in these 

sectors. 

 
EXTERNAL 
FINANCIAL: 
 

The foreign trade and current-account payment balances have traditionally been in strong surplus, and 

they should remain in the black in the coming year. Official international monetary reserves stood at a 

comfortable USD 110.2 billion as of end-April 2011. The CB has been targeting mostly the influx of 

portfolio investment with the capital controls it has imposed, but there has also been a rising flow of 

foreign direct venture capital into the country. Last year, foreign investors poured a record USD 16.1 

billion into the country, twice the amount of five years earlier. The government has helped this 

development by raising its foreign ownership limits on certain sectors, such as agriculture and health 

care. There are enormous needs for infrastructure construction in this country of 240 million people (the 

fastest-growing consumer market after India and China), more than 6,000 inhabited islands, and 

electricity supplies for just half the nation. There are only 1,000 km of highways. All the major bond 

rating agencies have Indonesia just one notch below investment grade. 

 

POLITICAL: 



Indonesia under President Susilo Bambang Yudhoyono has come a long way in international affairs. It 

has become a member of the G-20 group of major economies, took over recently the rotating 

chairmanship of ASEAN, has improved its relationship with the United States, and founded, together 

with Australia, the Bali Democracy Forum to promote human rights and democracy. But the 

administration will have to take care to preserve the nation’s reputation as a moderate, tolerant state. A 

suicide bombing at a mosque on April 15, inside a police compound, which was the most serious 

incident yet in a recent spate of attacks by Islamist militants, highlighted a trend of jihadists acting alone 

or in groups to attack Indonesians rather than foreigners to promote an Islamist agenda. Unchecked, 

this could, in time, become a danger to foreign investment and local business expansion. 

CURRENCY: 

Official policy is not to resist the appreciation of the rupiah too vigorously, since it helps to keep 

imported and domestic inflation under control. The unit has been trading at seven-year highs and is 

currently up against the US dollar by 6% since the beginning of this year. A further rise seems likely. 

REGULATORY: 

A devolution of powers from the center to lower-level administrations has been under way since 1999, 

in response to the extreme centralization practiced in the Sukarno and Suharto years. But in many areas, 

decentralization has brought a mushrooming of corruption and a stunning degree of waste and 

inefficiency. So the government in Jakarta is now trying, very carefully, to curtail local powers again. 

Predictably, this is not proving to be an easy task, but it is a necessary one and gradualism will probably 

accomplish quite a bit on this front. 

CREDIT 
INSURANCE: 
 

Official insurers in North America and Europe still screen transactions with some care. The private 

insurance market has been easing up, however, and official insurers have been becoming more 

confident as well. Eximbank now offers cover for public and private sector transactions for all maturities. 

Discretionary limits under short-term policies are withdrawn. Support for private-sector transactions, 

short- and medium-term, is typically limited to those with a commercial bank as obligor or guarantor. 

Support for public sector transactions is typically limited to transactions which commit the full faith and 

credit of the government.  

 

 

 

TRADING 
TERMS: 
 



In dealing with Indonesia, one should not forget that this country still ranks among the most graft-ridden 

nations. Inflation is being kept under control, though, most recently reported at 5.98% for May (in terms 

of consumer prices). Bank lending in the same month was up 23.5% from a year earlier. Letter of credit 

continues to be preferred by quite a few exporters to Indonesia, but more and more sell on open 

account to established, good customers, generally with satisfactory results. Even though the authorities 

ordered banks to set aside more cash as reserves to reduce inflationary pressure in 2010, there is no real 

liquidity shortage – companies with good credit ratings generally can borrow what they need. While 

exporters have been hurt by the appreciation of the rupiah, importers, as a rule, have benefitted. 

 

Assessing Export Credit Risk 

 

In our Country Risk Alert we seek to gauge the country risks in trade transactions, 

i.e., all country-specific circumstances that may impair prompt payment in hard 

currency by an exporter's customer abroad. Since such transactions are typically 

settled within one year, our assessment is fairly short-term. The variables we 

screen for the purpose are broadly broken down into three categories - 

socio-political factors, domestic economic factors, and external accounts factors. 

The 11 socio-political factors, the 15 domestic economic factors and the 15 

external accounts factors are the same for all countries, but each category also has 

one country-specific factor that can change over time.  

 

Since assessing short-term export credit risk is quite different from, say, evaluating 

the long-term risk involved in a brick-&-mortar investment, we weight each of the 

factors and change these weights depending on what type of risk we are looking at. 

For the purposes of the Alert, especially heavy weights are being given to such 

variables as the country's reserves, access to foreign loans, current-account balance 

of payments trends, prospects for short-term capital flows, restrictions on capital 

flows and the stability of the government, while factors such as risk of 

nationalization, government ownership of economic entities, GNP growth, fiscal 

policy etc. receive relatively lesser weightings.  

 



 

Explanation of Credit Ratings: 

 

Please note: With our grading system (1 = best, 10 = worst) we seek to give only 

an indication, since terms of sale and the question of whether an exporter will be 

paid depend also on a number of factors outside the realm of what we are aware of, 

such as the specific customer, the types of goods that are being sold (for instance, 

how urgently the importing country needs them), and the exporting company's risk 

tolerance. 

 

1-2 The country has excellent external and internal conditions. If a customer is 

able and willing to pay on time in local currency, there are no difficulties with 

remittances. The banking system is good and reliable.  Local payment morality 

tends to be excellent. 

 

3-4 There are some internal difficulties - e.g., high interest rates, tight credit, a 

high bankruptcy rate against the backdrop of more general economic problems, 

and/or a local banking system that is experiencing problems that could affect 

payment. Customer screening and due diligence should be performed with more 

than routine thoroughness. There are, however, no restrictions on outbound 

remittances, nor are any expected to be introduced. The country's international 

liquidity position is good and FX payments pose no problem. 

 

5-6 Domestic economic difficulties in the importing country are fairly severe 

and/or there is some risk of international liquidity problems and/or 

socio-political instability threatens to trigger abrupt changes. Sales on open 

account are not necessarily to be ruled out if the customer is good and of long 

standing, but with new and untested accounts exporters would do better to sell 

on draft terms or even L/C to make sure that they have the necessary 



documentation if payment obstacles crop up. Suppliers should also look at the 

possibility (cost) of insurance. 

 

7-8 Payment restrictions exist or are threatened. Domestic economic conditions 

are difficult. The country's international liquidity position is impaired or at least 

jeopardized by serious risk factors. Exporters are advised to use secured terms 

and/or insurance. Local payment morality is well below par. The local banking 

system is either traditionally bad or currently in trouble. Banks need to be 

researched as carefully as customers. 

 

9-10 There are existing, severe payments problems or the country is on the brink 

of tumbling into such difficulties. Foreign exchange availability is limited by 

regulation and/or general shortage. Local economic conditions are dismal. Secured 

terms and/or insurance are essential. In some cases, exporters should insist on 

payment in advance or even consider a suspension of shipments. 

 

 

In addition to the above ratings, Rundt also assigns a “bias” to the rating:  neutral, 

positive or negative.  This simply means that their next revision of the country 

rating is likely to go in the indicated direction. 

 

 


