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Executive Summary

| ndo n eesonam§ kas posted robust growth in 2008 and one of the rare countries which successfully posted a
positive growth rate in 2009, navigating through the global financial turmoil and economic slowdown. For the whole
2009, the economy charted fairly vigorous growth at 4.5%(yoy) and it is projected at 5.5 % in 2010

Banking industry is in stable condition with high level of CAR (17.4%) and comfortably safe level of NPL (gross) at a
3.8% (as of December 2009 data).

By the end of Q4-2009, Indonesia's overall balance of payments recorded a surplus of US$4.0 billion larger than a
surplus of US$3.5 billion in the preceding quarter, resulted from surpluses in both the current account as well as the
capital and financial account.

International reserves reached to USD 69.7 billion as of end of February 2010, equivalent to about 5.7 months of
imports and official external debt payment.

In 2009, Rupiah has been showing an appreciation trend, mainly supported by continuing of global economic recovery
and positive economic performance which outperformed regional economy. Rupiah strengthened from IDR 10,950
against USD as on December 31, 2008 to IDR 9,400 against USD as on December 31, 2009, representing 16.5%
appreciation. Continue in 2010, Rupiah strengthened at the level of IDR 9,335 against USD as of end of February.



Executive Summary

Monetary relaxation during 2009 has provided ample support for the economic recovery and bank intermediation
processes. At the latest Board of Governors Meeting convened in March 2010, The Bl rate decided to be kept at
6.50% after concluding the present level of the Bl Rate is consistent with achievement of the 2010 inflation target, set
at 5%+1%. In the balance of risk, the probability of renewed inflationary pressure is low, at least during the first half of
2010. The Bl Rate is also seen as favorable to boost economic recovery, maintain financial system stability and
promote the banking intermediation function.

The Indonesian economy in 2009 has charted remarkably low inflation. In 2009, the Consumer Price Index (CPI)
recorded annual inflation at 2.8% (yoy). Inflationary pressure eased in February 2010 in line with the drop in
inflationary pressure from volatile foods (led by rice), minimum inflation from administered prices and modest inflation
expectations. In February 2010, monthly inflation arrived at 0,3% (mtm) or 3,81% (yoy). However, we are confident
Inflation in 2010 will stay within the target range of 5%+1%.

With the fiscal deficit target of 1.6% of GDP in 2010, Government continues to maintain the balancing act to support
the recovery and to anticipate the global growth momentum going forward by improving public infrastructure and
energy. In the medium term, fiscal policy is directed toward maintaining fiscal consolidation while at the same time
sustaining fiscal stimulus. We expect to see fiscal deficit move on a downward trend. On the revenue side, tax ratio is
expected to pick up.



Indonesia Story: as Acknowledged by Rating Agencies

Despite of the global crisis, the Republic continued to receive good review from Rating agencies:

Mo o d ingestors Service (16 September 2009): upgraded I n d o n dmeigaand local-currency sovereign debt ratings to Ba2 with stable outlook.
The upgrade was prompted by the Indonesian e ¢ 0 n o melatively strong resilience to the global recession as well as its healthy medium-term
growth prospects.

S&P (23 October 2009): revised the outlook on I n d o n eBBi ratiig to positive from stable. The outlook change takes into account their
expectation that debt reduction and underlying cautious fiscal management will remain key elements of macroeconomic policy. It also incorporates
S&P view that a reform-minded leadership with a fresh and increased mandate will continue to pursue microeconomic reforms to increase
Indonesia's growth potential, and further strengthen policy coordination and implementation thorough administrative reforms.

Fitch Ratings upgraded the Republic of | n d o n esevereigh sating in January 25, 2010 (IDRs) to 6 B Bfto@ 6 B Bith stable outlook. The rating
action reflects | n d o n eralative desilience to the severe global financial stress test of 2008-2009 which has been underpinned by continued
improvementsinthe ¢ o u n tpublcdirances.
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Positive Macroeconomic Developments
]




Real Sector: Indonesia Development Policy

Indonesia Development Policy isbasedonadé Tr iTradké&t r at egy o

2nd

3rd

Pro-Growth:

Increase Growth by prioritizing export and investment

Pro-Job :
Boost up the real sector in order to create jobs

Pro-Poor:

Revitalize agriculture, forestry, maritime, and rural economy
to reduce poverty

Source: Coordinating Ministry for Economic Affairs



Fiscal Policy framework for 2009 and 2010

Fiscal Policy Overview 2009 and 2010
. FicalPoigyiramewokfor2009and200

Fiscal Stimulus Policies:

A Continue an effective fiscal stimulus

A Actual fiscal deficit 1.6% of GDP, lower than the 2.4% of GDP target deficit projected in 2009 Revised Budget
A Target fiscal deficit 1.6% of GDP in 2010 Budget

A Reduce Public debt to GDP ratio: 29.6% as of September 2009

Tax and Administrative Reforms:
A Continue tax policy and administration reform

A Simplify tax regulations and broaden tax base for taxpayers

Maintain Social Welfare
A’ Continue welfare programs and provide budget for education sector

Fiscal Policy for 2010 to Promote Economic Recovery
A Energy incentive

Fi scal Policy for 2010 to Enhance I ndonesiads Competitiveness
A Infrastructure Development



Economic Growth Sustained

The growth is quite strong compared globally.

During 2007 - 2008, the economy performed steadily at 6,2% on average, which was the highest GDP growth after Asian crisis. However, in Q4-2008,
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Furthermore, GDP growth in Q1-2009 and Q2-2009 slid to 4,5% and 4,1% (yoy). The softening GDP growth was largely the result of plunging export,
commensurate with the deterioration in global economic condition. Despite this, economic activity fuelled by the national election activities has been able to

keep domestic economy from further decline.

Entering the Q3-2009, global economic development showed a sign of improvement, faster than expected. Household consumption remains strong,
primarily supported by maintained household confidence to domestic economic performance. As a result, the Indonesian economy in Q3-2009 charted a

4,2% growth (yoy) and will continue to trend upward.
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reached 4,5% (yoy), better than expected. The major improvementwas a result from increased exports, investment, and government consumption.

Going forward in 2010, the Indonesian economy is forecasted to grow in the range of 5.0%-5.5%, with growth in 2011 climbing to 6.0%-6.5%. This
improving growth trend is predicted alongside recovery in the world economy, strong domestic demand, and improvementin financial and banking sector.

Sustainable Economic Growth
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Sound Banking Sector

Protected by prudential guidelines and conservative practices, the Banking Sector has weathered the global financial turmoil
and posted good performance : strong solvency, contained risk exposure and profitability

Sufficient CAR (%) Declining NPLs (%)

3.60%
21.3%
19.3% 16.8% 17.4%
1.90%
1.50%

. . =

2006 2nn7 2008 Dec-09 2006 2007 2008 Dec-09

B Average CAR (%) B Net NPL(%)
he industryds resilience and maintained positive performance i

Banks kept away from trouble and remained free from toxic assets
Banks were not dependent on international funding
Enhanced risk-based supervision & risk management, including licensing for Structured Products

Swap has been extended from 7 days to 1 month

> > >y > >

Bank Indonesia renewed provision of short-term liquidity facility to provide access for all banks in the event of severe liquidity
constraints. Collateral requirements are also extended. The new policies allow banks to also include performing loans as
collaterals from previously only high quality

10 Source: Bank Indonesia.
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Balance of Payments Q4-2009

Indonesia’'s balance of payments in Q4/2009 posted a surplus of US$4.0 billion, up from a surplus of US$3.5 billion in
Q3/2009. This surplus is encouraged by the performance of both the current account and the capital and financial
account. In response, international reserves at the end of Q4-2009 mounted to US$66.1 billion, equivalent to 6.5
months of imports and official external debt service payments.

Balance of Payments

Indonesia's BOP
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Flexible monetary policy to support growth objectives

The monetary relaxation has offered ample support for the economic recovery and bank intermediation process

Bl Rate and Inflation Sources of Inflation
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A The monetary relaxation during 2009 with Bl Rate lowered 300 bps to 6.50% has provided ample support for the economic

recovery and bank intermediation processes.

p>N

In regard to prices, the Indonesian economy in 2009 has charted remarkably low inflation. In 2009, the Consumer Price Index (CPI)
recorded annual inflation at 2.78% (yoy)., the lowest inflation in ten years

p>N

Inflationary pressure has eased in response to the government decision to lower fuel price at the beginning of the year, external
factors of lower trading partner inflation, appreciation in the exchange rate and softening public expectations of inflation.

>\

The monetary policy stance is directed towards maintaining consistently low inflation while making adequate provision for
measures to strengthen economic recovery.

12 Source: Bank Indonesia, BPS.
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Inflation

Inflation in 2009 came to 2.78% (yoy), fell below the inflation target and the lowest inflation in 10 years. The low inflation was
closely linked to external demand and a series of policy actions instituted by the government. The steep global economic
contraction sent world commodity prices tumbling in 2009, a development that also slowed activity in the domestic economy

As global economic growth is expected to pick up, international commodity prices will follow suits accordingly, raising imported
inflation. From domestic side, in addition to administered price, inflationary pressure will also come from higher demand along
with higher economic growth. Those conditions will increase people expectation on inflation. With that, inflation is estimated to
return to its normal path of 5 1% in 2010.

In February 2010 inflationary pressure eased in line with the drop in inflationary pressure from volatile foods (led by rice),
minimum inflation from administered prices and modest inflation expectations. Inflation in February 2010 was recorded at 0.30%
(mtm), or in annual terms at 3.81% (yoy).

CPI Inflation
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IDR Is expected to be stable

A In February 2010, the Rupiah appreciated on the increasingofi n v e sriskappétite due to the improvement of global economic
recovery. The Rupiahdéds gain was being driven by the positive r
particularly well maintained domestic economic fundamentals.

A 1 nv e sptetererséto hold Rupiah assets was also supported by better economic growth in 2009 which is higher than other
regional economy.

A Foreign investors purchased Rupiah assets such as SBI, government bonds (SUN) and stocks. The increase of Rupiah assets
holdings was driven by an attractiveyieldof | ndonesi ads assets.

A Rupiah strengthened from IDR 9,404 per USD as on December 31,2009 to IDR 9,335 per USD in February 2010. Rupiah
expected to be stable along with favorable economic condition.

Rupiah Exchange Rate 1 Against USD Exchange Rate Movement i Indonesia Compared to Regional
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Source: Bank Indonesia.




In 2010, the Indonesian economy is positioned to grow higher

2010 Forecast Main Factors Behind The Forecast

Better exports performance along with global economic recovery and rising commaodity prices

GDP Growth

is forecasted at about
5.0%-5.5%

Export

is expected to chart
higher growth

Private

Consumption
will remain strong

Inflation

is estimated to be on
target at range of
5.0% 1%
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Strong household consumption growth on the back of strong consumer confidence and increasing income from

exports revenue

Responding to strong demand from domestic and external, investment is also expected to pick up

Global economic recovery will produce renewed acceleration in exports. The global economy is predicted to enter

an

expansionary

phase

n

2010.

Renewed

moment um

i s

partners, such as China. This strengthened performance will position exports as one of the main engines of

economic growth in 2010.

Indonesian exports characteristics which is based on primary commaodities has also supported export growth

acceleration.

Household consumption is forecasted to remain strong. The strengthening global economic outlook for 2010 will

given added

moment um

t o

I ndonesi abds

exports,

whi ch i

Higher investment will also contribute to rising incomes, thus paving the way for stronger public purchasing power.

As global economic growth is expected to pick up, international commodity prices will follow suits accordingly,

raising imported inflation.

From domestic side, in addition to administered price, inflationary pressure will also come from higher demand
along with higher economic growth. Those conditions will increase people expectation on inflation.

Volatile food inflation is estimated to remain low as production and distribution of food will remain favorable.

Source: Bank Indonesia.
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Bank Indonesia Monetary Policy




Monetary Policy Stance

Since December 2008, Bl has slashed Bl Rate by 300 bps. The monetary relaxation has offered ample support for the economic
recovery process and bank intermediation.

In the last Board of Governors' Meeting in March 2010, Bank Indonesia has decided to keep the Bl Rate unchanged at
6.5%. Following an evaluation of the economy in 2009 and deliberation of the future economic outlook, The Board of Governors
believes that the monetary relaxation brought about by the 300 bps decline in the Bl Rate offers ample support for the economic
recovery process and bank intermediation. At 6.50%, the Bl Rate is also deemed consistent with achievement of the inflation target

for 2010, set at 5% 1%.

Bl Rate
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Source: Bank Indonesia.

17



18

Inflation Expectation

Inflation in 2010 is forecasted to return to its normal path alongside renewed strength in domestic economic activity and commodity

prices. Bank Indonesia continues in monitoring global economic developments and taking the necessary measures to safeguard
macroeconomic stability while maintaining a conducive climate for the economy.

To enhance the effectiveness of monetary policy transmission, Bl will encourage systemically important banks (SIBs) to play

significant role as market leaders in setting the deposit and credit rates. Bl will also encourage banks to continue extending credit
to the real sector, without abandoning prudential banking policy.

CPI Inflation Forecasts Inflation Expectation i Consensus Forecast
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Growth Projection

2010 Growth provides a higher forecast of 5.0-5.5% with strong improvement expected in investment and exports performance,
while private consumption remain strong.

2010

GDP Growth (%, yoy)

Total Consumption 5.9 7.3 63 5.4 5.9 6.2 5.1 - 5.3
Household Consumption | 5.3 6.0 4.8 4.7 4.0 4.9 51 - 53

Total Investment 11.9 3.5 2.4 3.2 4.2 3.3 85 - 87

Domestic Demand 7.6 5.0 5.4 5.1 5.5 5.3 6.0 - 6.2

Exports 9.5 -18.7 -15.5 -71.8 3.7 9.7 81 - 90

Imports 10.0 -24.4 -21.0 -14.7 1.6 -15.0 1108 - 111

* Bank Indonesia projection

Source: Bank Indonesia, BPS.



| atest Macroeconomic Indicators

Indicators Unit 2007 2008 2009 Q1 2009Q2 2009Q3 2009 Q4
Gross Domestic Product Yoy-0-y 6.3 6.0 4.5 4.1 4.2 5.4
Private Consumption Yoy-0-y 5.0 53 6.0 4.8 4.7 4.0
Government Consumption Yoy-0-y 3.9 10.4 19.2 17.0 10.3 17.0
[nvestment Yoy-0-y 9.3 119 3.5 2.4 3.2 4.2
Exports of Goods & Services Yoy-0-y 8.5 9.5 -18.7 -15.5 -7.8 3.7
Imports of Goods & Services Y%oy-0-y 9.1 10.0 -24.4 -21.0 -14.7 1.6
Balance of Payments
Current Account %GDP 2.4 0.1 2.4 2.2 1.2 n.a
Capital & Financial Account %GDP 0.8 -0.3 1.5 -1.8 2.1 n.a
Overall Balance %GDP 2.9 -0.4 3.5 0.8 2.4 n.a
[nternational Reserve USD billion 56.9 51.6 54.8 57.6 62.3 66.1
Fiscal
Budget Surplus/Deficit %GDP -1.3 -0.1 0.1 -0.2 -0.5 1.0
Rupiah Exchange Rate (Average) IDR/USD 9,140 9,666 11,578 10,527 10,136 9,459
CPI Inflation Y%Y-0-y 6.6 11.1 7.9 3.7 2.6 2.8
Bl Rate Y%pa 8.00 9.25 7.75 7.00 6.50 6.50
Credit Growth* %Y-0-y 25.5 29.5 24.3 15.0 8.7 8.7
Stock Price Composite Index 1983=100 2,746 1,355 1,434 2,027 2,468 2,534

* including channeling credit, Dec'09

Source: Bank Indonesia
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Banking Stability

The Indonesian banking sector continues to maintain financial stability and show positive performance

(as of December 2009):

. Dec-06 | Dec-07 Dec-08 | Mar-09 | Jun-09 | Sep-09 Dec-09
Indicator
Total Assets (T Rp) 1,693.5 1,986.5 | 2,310.6 | 2,352.1 | 2,354.3 | 2,388.6 2,5634.1
Deposits (T Rp) 1,287.0 1,510.7 | 1,753.311,786.2 | 1,824.3 1857.3 1973.0
- Demand Deposits 338.0 405.5 430.0 437.0 447.1 460.4 465.9
- Savings 333.9 438.5 498.6 492.5 515.0 536.2 605.4
- Time Deposits 615.1 666.7 824.7 856.7 862.1 860.7 901.7
Earning Assets (T Rp) 1,556.2 2,794.0 3,478.6 | 3,520.4 | 3,567.0 3607.3 3823.0
- Loans (incl. channeling) 832.9 1,045.7 | 1,353.6 | 1,342.1 | 1,368.9 1399.9 1470.8
- Loans (excl. channeling) (T Rp) 792.2 1,002.0| 1,307.7]1,305.4 | 1,335.4 1366.1 1437.9
- Bl Certificates 179.0 203.9 166.5 208.1 204.2 182.4 212.1
- Overnight Placements at Bl 38.6 46.8 71.9 46.8 58.6 44.8 84.4
- Securities 342.9 350.2 358.5 374.0 363.3 351.7 346.2
- Interbank Placements 156.8 139.8 213.8 236.9 229.5 252.9 261.5
- Equity Placements 5.9 5.6 6.6 7.0 7.0 9.6 10.0
Net Interest Income--Cummulated (T Rp) 83.1 96.4 113.1 31.4 63.5 94.6 129.3
Capital Adequacy Ratio (%) 20.5 19.3 16.2 17.4 17.0 17.7 17.4
Loans/Earning Assets (%) 53.5 37.4 38.9 38.1 38.4 38.8 38.5
Gross NPL (incl. channeling) (%) 7.0 4.6 3.8 4.5 4.5 4.3 3.8
Gross NPL (excl. channeling) (%) 6.1 4.1 3.2 3.9 3.9 3.8 3.3
Net NPL (incl. channeling) (%0) 3.6 1.9 1.5 1.9 1.7 1.3 0.9
Net NPL (excl. channeling) (%0) 2.5 1.2 0.8 1.2 1.0 0.7 0.3
Return on Assets (%) 2.6 2.8 2.3 2.8 2.7 2.6 2.6
Net Interest Margin (%) 0.5 0.3 0.3 0.4 0.3 0.3 0.3
Ops Expense to Ops Income (%) 86.4 78.8 84.1 82.3 82.2 82.0 81.6
Loan to Deposit Ratio (%) 64.7 69.2 77.2 75.1 75.0 75.4 74.5
No. of banks 130 130 124 123 122 121 121
No. of bank office network 9,110 9,680 10,936 12,039 12,556 12,652 12,971

Source: Bank Indonesia
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The Indonesian Banking sector: Weathering the Global Crisis

A With prudential and governance principles in place, the Indonesian banking system has fairly insulated itself from
the adverse impacts of global financial meltdown and has been able to weather the global crisis

A Prudential and governance principles have prevented banks from:

U having exposures in equity markets
U investing in real estate and property markets

U engaging in other speculative transactions, including sub-prime lending and investing in US sub-prime
mortgage securities

A Banks have exercised prudence and stronger governance. As a result, banks in general maintain:
U High CAR
U Low NPL

A There is still much room for increased credit growth

Source: Bank Indonesia



Prudential Measures To Mitigate Instability

Bank Indonesia has exercised several regulatory measures to prevent banks from crisis:

e Statutory reserve has been adjusted to mitigate systemic liquidity risk. Banks are required to maintain statutory and
secondary reserves. Statutory reserves have been lowered to 5.0% for domestic currency (Indonesian Rupiah) plus 2.5%
secondary reserves must be pledged in the form of SBI (Bl Certificate) and Government Bonds;

e Statutory reserves for foreign currency are lowered to 1% (previously 3%). Banks have to meet statutory reserve
requirements by October 24, 2009 to allow sufficient time for portfolio adjustments;

e Swap has been extended from 7 days to 1 month;

e Banks may request foreign exchange to meet their c u s t o mezd agd@inst underlying transactions. This allows smooth
demand for foreign currencies in the domestic market;

e Bank Indonesia renewed provision of short-term liquidity facility to provide access for all bank in severe liquidity
constraints. Collateral requirements are also extended. The new policies allow banks to also include performing loans as
collaterals from previously only high quality securities;

e Bank Indonesia may provide emergency liquidity financing to prevent systemic crisis;
e Structured products are subject to license from Bank Indonesia;

e Regulation to enhance quality of risk management has been launched in July 2009. Banks are required to have
enhanced risk management processes in 8 risk areas.

Source: Bank Indonesia



Enhanced International Collaboration
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A In the international level, Indonesia is a member of G-20;
A G-20 has 50 action plans as prompt corrective measures to restore global financial system stability;

A Indonesia has been a member of Financial Stability Board (FSB) and Basel Committee on Banking
Supervision (BCBS) since April 2009:

A In the FSB, Indonesia is member of Standing Committee of Supervisory and Regulatory Cooperation (SC
SRCOC);

A Indonesia is also a member of Working Group on Cross Border Crisis Management (WG CBCM);

A The FSB has important initiatives for international co-operation in financial stability, cross-border crisis
management, supervisory college, and early warning exercise;

A FSB will have greater role and an agency drafting the global standards for financial system stability
maintenance

A BCBS has initiatives to enhance banking regulatory framework including Basel Il and international
accounting standards

Source: Bank Indonesia



Balance of Payments Q4-2009







