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Republic of Indonesia’s outlook revised to 
‘Negative’ from ‘Stable’ 
Long-Term Foreign Currency Rating of ‘CareEdge BBB’ (Unsolicited) reaffirmed 
 

Issuer rating (Long-Term Foreign Currency)  CareEdge BBB/Negative (Unsolicited) 

 

CareEdge Global Ratings has revised the Republic of Indonesia’s outlook to ‘Negative’ 

from ‘Stable’, while reaffirming the Long-Term Foreign Currency issuer rating at ‘CareEdge 

BBB’ (Unsolicited). 

 
Rationale 

The Negative outlook reflects moderation in Indonesia's fiscal, external and institutional 

profile, stemming from a higher likelihood of weaker fiscal performance, tighter external 

liquidity conditions and concerns over policy effectiveness, which could exert downward 

pressure on the rating over the near to medium term. 

 

Fiscal risks have increased since our previous assessment. The escalation of the West Asia 

crisis has necessitated higher government spending on energy subsidies and social support, 

causing expenditure growth to outpace revenue growth. As a result, the likelihood of a wider 

fiscal deficit has increased, raising the risk of the government revising the existing fiscal policy 

anchor of 3% deficit ceiling. Fiscal flexibility is constrained by a narrow revenue base, while 

lower commodity prices, sizeable debt maturities, and higher borrowing costs could weaken 

debt affordability and slow the pace of fiscal consolidation. 

 

External risks have also intensified following the escalation of the West Asia crisis. Governance 

concerns and market transparency have contributed to sustained portfolio outflows, placing 

additional pressure on the rupiah and weakening external liquidity conditions. Although Bank 

Indonesia (BI) has responded through further monetary tightening and foreign exchange 

market intervention to stabilise the currency, these measures have contributed to a decline in 

foreign exchange reserves, reducing external policy buffers.  

 

CareEdge Global views risks to policy effectiveness and governance outcomes to have 

increased. Greater centralisation of policymaking and the government’s expanding role may 

reduce transparency if not accompanied by appropriate governance safeguards. 

 

Structural challenges, including labour market weaknesses, income inequality, infrastructure 

gaps and an uneven business environment, continue to constrain productivity gains and 

economic development. 

 

The reaffirmation of the CareEdge BBB rating reflects Indonesia's established credit 

strengths, including its large and diversified economy, favourable demographics, and resilient 
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medium-term growth prospects. Continued investment in downstream mineral processing, 

particularly in the nickel sector, has supported exports and foreign direct investment. These 

strengths are balanced against exposure to commodity price volatility and longer-term carbon 

transition risks. 

 
Outlook: Negative 

The Negative outlook reflects rising risks to Indonesia's fiscal and external profile. Sustained 

capital outflows associated with weaker investor confidence could further weaken external 

liquidity conditions, as reflected in pressure on foreign exchange reserves, depreciation of the 

rupiah, and higher domestic bond yields. This, in turn, could increase government refinancing 

costs and weaken debt affordability. The ongoing West Asia conflict could raise energy import 

costs and necessitate additional fiscal support, increasing expenditure pressures amid elevated 

debt financing needs and potentially delaying fiscal consolidation. 

 
Upward scenario 

The outlook could be revised to Stable if Indonesia demonstrates sustained improvements in 

governance and policy credibility, and if the government successfully broadens its revenue 

base through sustained implementation of structural tax reforms, thereby strengthening fiscal 

flexibility and improving debt dynamics. CareEdge Global will look out for improvements in 

policy effectiveness, external buffers, and fiscal consolidation.  

 
Downward scenario 

The rating could be downgraded if the government deviates from its fiscal consolidation path 

or revises the existing fiscal policy anchor of 3% deficit ceiling, resulting in a persistent 

deterioration in fiscal metrics, including government debt levels and debt affordability. The 

rating could also be downgraded if the external position weakens materially, reflected in 

sustained capital outflows, a significant erosion of foreign exchange reserve buffers and 

weaker external liquidity conditions, leading to materially higher government refinancing costs 

and increased external financing risks. 
 
Key rating drivers 
 

Economic structure & resilience 

Indonesia’s economic profile is supported by its large economy, resilient domestic demand, 

and a stable long-term growth trajectory, with long-term growth averaging 4.2% over 2016-

2025. A favourable demographic structure, with the old-age population accounting for 7.5% 

of the total population in 2025, supports consumption and labour supply.  

 

However, structural vulnerabilities persist. GDP per capita is lower than similarly sized 

economies. Further, high investment levels, reflected in elevated gross fixed capital formation 

(GFCF), have not consistently translated into proportional productivity gains, as indicated by 

a relatively high incremental capital output ratio (ICOR) data. Labour market indicators also 

present mixed signals; while headline unemployment is low, underemployment is high. 

Additionally, the economy’s partial reliance on extractive industries, specifically coal, exposes 
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it to commodity price fluctuations and longer-term risks associated with the transition to a 

low-carbon economy. 

 

Recent economic developments indicate continued growth momentum. Real GDP growth was 

5.1% in 2025, partly supported by stronger exports in the first half of the year due to front-

loading of external demand. Ongoing industrial downstreaming policies, particularly in nickel 

and related minerals, support export diversification and sustained FDI inflows into metals 

processing and electric vehicle supply chains. Manufacturing activity has been stable, 

expanding at around 5% annually, while the unemployment rate was 4.8% in 2025.  

 

However, growth is expected to moderate in 2026, as higher energy prices and El Niño-related 

weather disruptions weigh on private consumption. At the same time, tighter financial 

conditions and a weaker external environment are expected to dampen investment and export 

growth, resulting in softer domestic demand and slower economic activity. 

 

Indonesia’s exposure to commodity cycles and climate-related risks is an important 

monitorable for sustaining long-term growth momentum. Going forward, the country’s 

continued progress in economic diversification, boosting productivity, and improving the 

quality of the labour market will be monitored.  

 

Fiscal strength  

Indonesia's fiscal profile faces increased risks. The fiscal deficit widened to around 2.9% of 

GDP in 2025, although it remained within the statutory ceiling of 3%, following softer revenue 

collections at 13.3% of GDP in 2025. Revenue performance weakened, contracting by 3.3% 

y-o-y in 2025, while slower tax collection has raised concerns over the pace of fiscal 

consolidation and revenue reform. Over the medium term, debt dynamics will depend on 

sustaining economic growth of around 5.2% and maintaining fiscal discipline. 

 

The escalation of the West Asia crisis has heightened existing fiscal concerns surrounding the 

government's expansionary fiscal policy. Higher global energy prices prompted the 

government to extend energy subsidies and social support measures to cushion the impact 

on households and contain inflation, with subsidy spending reaching Rupiah (Rp) 233 trillion 

(about 52% of the full-year budget allocation) in the first half of the year and the 2026 subsidy 

budget subsequently increased by Rp 132 trillion. As a result, expenditure increased by 29% 

y-o-y in H1 2026, largely reflecting higher subsidies and social support outlays. While these 

measures helped mitigate the immediate economic impact, they also increased fiscal spending 

and delayed the pace of fiscal consolidation.  

 

In H1 2026, revenue and grants rose by 21% y-o-y, supported by higher commodity prices. 

However, the improvement is a monitorable as commodity prices remain volatile. In addition, 

weaker domestic demand, weather-related disruptions such as El Niño, and persistent 

geopolitical uncertainty could weigh on tax collections, while expenditure pressures are likely 

to remain elevated. 
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Notwithstanding the improvements in revenue performance, the above-mentioned fiscal 

developments raise concerns over the government's medium-term fiscal trajectory. 

Maintaining the fiscal deficit within the statutory 3% ceiling is a key monitorable.  

 

Financing risks have also increased modestly, as a significant share of government debt will 

require refinancing over the coming years. Government debt maturities are projected to reach 

Rp 834 trillion in 2026, the highest level in more than a decade and the peak of the 2025-

2036 repayment cycle. The sizeable refinancing requirement, including around Rp 155 trillion 

in debt issued under the COVID-19 burden sharing scheme with BI, is expected to increase 

financing pressures amid elevated global interest rates and volatile financial market conditions, 

potentially raising the government's borrowing costs. This could become concerning as 

Indonesia’s debt affordability metrics remain weak, with interest payments at 17.2% of 

government revenue in 2025. 

 

While Indonesia's debt burden remains moderate relative to BBB rated peers (general 

government debt was 41% of GDP in 2025), persistently higher interest costs could gradually 

erode fiscal flexibility. High share of external debt (around 37% of total government debt in 

2025) could increase external financing risks. Additionally, the tax revenue-to-GDP ratio 

remains low at around 9.3% in 2025, well below several similarly rated peers, reflecting a 

narrow tax base and structural compliance gaps.  

 

While the risks from contingent liabilities related to state-owned enterprises (SOEs) are 

contained at present, supported by restructuring efforts and improved profitability, the scale 

of infrastructure-related obligations remain monitorable.  

 

External position & linkages  

The escalation of the West Asia conflict has increased risks to the external sector. Goods 

imports increased by 10.7% y-o-y in Q1 2026, while goods exports recorded only 0.8% y-o-y 

growth. Oil and gas exports contracted by 8.4% y-o-y, reflecting weaker external demand, 

while non-oil and gas imports rose sharply by 10.9% y-o-y, contributing to a widening trade 

imbalance. Export growth moderated in late 2025 following earlier front-loading of shipments 

and softer global commodity prices. While the current account balance hovered around -0.1% 

of GDP in 2025, the deficit is expected to widen in medium term. In addition, the high 

dependence on commodities trade adds volatility. 

 

Capital outflows are weighing on external profile, amid concerns over corporate ownership, 

governance, and uncertainty surrounding the government's fiscal policy agenda. FDI inflows 

declined by USD 3 billion to USD 3.1 billion in Q1 2026, while foreign portfolio investment 

(FPI) inflows fell by USD 3 billion to USD 2.4 billion over the same period. As a result, foreign 

exchange reserves declined from 6.5 months of import cover in March 2026 to 4.9 months in 

May 2026, reducing the country's external liquidity buffer. Thes conditions have weakened 

external financing conditions as well. 
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Notwithstanding the risks, Indonesia’s external profile continues to benefit from manageable 

total external debt (~30% of GDP in 2025), with a relatively long maturity structure, limiting 

near-term repayment pressures.  

 

Going forward, maintaining an adequate reserve buffer, stable capital inflows, and continued 

diversification of trade and investment partners are key monitorables for external stability. 

 

Monetary & financial stability  

Indonesia’s currency has come under pressure recently. The Indonesian rupiah (IDR) 

depreciated by around 7% between January and June 2026, weakening further to a record 

low of IDR 18,000 per USD in July, marking one of the sharpest currency depreciations among 

APAC economies. In response, BI intervened through foreign exchange sales and tightened 

monetary policy to support exchange rate stability. The policy rate was raised by a cumulative 

100 bps, from 4.75% in April to 5.75% by end-June 2026. However, if depreciation pressures 

persist, a weaker rupiah could increase import costs, add to inflationary pressures, and raise 

the cost of servicing and refinancing foreign currency debt. 

 

Inflation has generally remained range-bound in 2025. However, ongoing tensions in the 

Middle East led to higher imported inflation, given Indonesia's reliance on the region for fuel 

and fertiliser imports. Prices have already risen to 3.3% in June 2026. In addition, El Niño-

related weather disruptions are expected to weigh on agricultural production in the second 

half of 2026, putting upward pressure on food prices. Going forward, inflationary pressures 

are expected to intensify in 2026. 

 

Indonesia's equity market declined by approximately 35% between January 2 and June 30, 

2026, reflecting weaker investor confidence amid concerns over market transparency, 

governance standards, and uncertainty surrounding the government's fiscal policy agenda. 

Foreign investor sentiment has also been affected by sustained concerns over the 

transparency of shareholding structures, free-float availability, and market investability. This 

heightened uncertainty has contributed to sustained foreign selling of Indonesian equities and 

BI Rupiah Securities, placing downward pressure on the rupiah and domestic financial 

markets. Persistent portfolio outflows could increase the economy's reliance on more volatile 

sources of external financing and weaken external liquidity, particularly if investor confidence 

remains subdued. 

 

In June 2026, Morgan Stanley Capital International (MSCI) extended its review of Indonesia's 

market accessibility until November 2026, allowing additional time to assess the effectiveness 

and implementation of recently announced reforms, including enhanced shareholder 

disclosure requirements, a higher minimum free-float requirement, and measures to monitor 

high shareholder concentration. The reclassification from emerging market to frontier market 

could result in sizeable passive and active portfolio outflows as global investors rebalance their 

benchmark allocations. 
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The shallow domestic financial market is a drag to monetary profile, with credit penetration 

at ~38.2% of GDP in 2024 and stock market capitalisation of listed companies at ~64.7% of 

GDP in 2025, indicating limited financial deepening compared with similarly rated peers. 

 

Banking sector indicators are sound, with the capital adequacy ratio at ~24.7% and NPLs at 

~2.1% in Q3 2025. However, potential credit risks remain linked to contingent exposure from 

SOEs, including the Danantara sovereign wealth fund, which has faced governance and 

transparency concerns. Developments regarding this remain monitorable.  

 

Going forward, the credibility of the monetary policy framework and the central bank’s ability 

to maintain price stability while managing capital flow volatility will remain key monitorables. 

In addition, any crystallisation of contingent liabilities from SOEs could intensify credit risks 

within the banking sector. Continued financial sector development, improved governance in 

SOEs, and deepening of domestic capital markets remain monitorables. 

 

Institutions & quality of governance  

Recent policy developments in Indonesia suggest a gradual centralisation of economic 

decision-making, including plans to review the State Finance Law under the 2026 legislative 

agenda and increased state oversight of strategic sectors such as mining and downstream 

industries. These developments, together with the replacement of the long-serving finance 

minister in 2025, the subsequent resignations of several senior financial regulators, and the 

recent resignation of the Governor of BI, have raised concerns over policy predictability and 

institutional independence, weighing on investor confidence.  

In addition, amendments to the Financial Sector Development and Strengthening Law 

expanded BI's mandate to support economic growth alongside price and currency stability, 

while the renewed burden-sharing framework with the Ministry of Finance has intensified 

market scrutiny of the central bank's operational independence, despite official assurances 

that policy coordination will remain measured and transparent. Further, corruption continues 

to hinder bureaucratic efficiency and policy implementation, notwithstanding the existing 

institutional oversight and transparency mechanisms.  

Indonesia’s institutional landscape benefits from a relatively stable democratic system and its 

position as the world’s third-largest democracy. However, institutional effectiveness is mixed, 

with governance indicators pointing at moderate performance relative to similarly rated peers. 

While the government has demonstrated a commitment to structural reforms aimed at 

improving the business environment, enhancing economic competitiveness, and strengthening 

the fiscal base, governance challenges persist. Sustained and consistent implementation of 

structural reforms, as well as improvements in governance quality and institutional 

effectiveness are monitorables.  
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Select indicators 

 Unit 2020 2021 2022 2023 2024 2025  2026 F 2027 F 

Economic indicators 

Nominal GDP 
USD 

billion 
1,059  1,187  1,319  1,371  1,396  1,446  1,540  1,659  

GDP per capita 

(constant-PPP) 
USD 12,600 12,948 13,485 14,014 14,567 15,159 15,757 16,402 

Real GDP growth % -2.1 3.7 5.3 5.0 5.0 5.1 5.0 5.1 

GFCF/GDP % 31.7 30.8 29.1 29.3 29.1 28.8 - - 

Gross domestic 

savings/GDP 
% 31.4 35.1 39.3 38.1 36.9 37.2 - - 

Exports (G&S)/GDP % 17.3 21.4 24.5 21.8 22.3 22.8 - - 

Working age (15-

64) population (% 

share in total) 

% 67.6 67.7 67.9 68.0 68.1 68.2 68.3 68.4 

Old age (65+) 

population (% 

share in total) 

% 6.6 6.7 6.8 7.0 7.3 7.5 7.8 8.1 

Fiscal indicators – general government 

Fiscal balance/GDP % -6.1 -4.4 -2.3 -1.6 -2.3 -2.9 -2.9 -2.9 

Revenue/GDP % 12.4 13.7 15.0 15.0 14.6 13.3 13.8 13.8 

Expenditure/GDP % 18.4 18.1 17.3 16.6 16.9 16.2 16.8 16.7 

GG gross debt/GDP % 39.7 41.1 40.1 39.6 40.2 41.0 41.5 41.8 

GG external debt 

(by creditor)/GG 

gross debt 

% 48.5 41.4 37.7 37.9 37.5 37.4 - - 

Interest/revenue % 13.2 21.4 22.0 14.0 15.2 17.2 16.6 16.3 

External indicators 

Current account 

balance/GDP 
% -0.4 0.3 1.0 -0.1 -0.6 -0.1 -1.1 -0.9 

FDI, net 

inflows/GDP 
% 1.8 1.8 1.9 1.6 1.7 1.5 - - 

Outstanding FII 

liabilities/GDP 
% 24.5 22.7 20.1 20.1 20.0 19.2 - - 

NIIP/GDP % -26.4 -23.4 -19.0 -19.1 -17.6 -17.5 - - 

Foreign exchange 

reserves 

USD 

billion 
135.9  144.9  137.2  146.4  155.7  156.5  - - 

Import cover Months 10.2 8.0 6.0 6.3 6.4 5.7 - - 

External debt/GDP % 39.4 34.9 30.1 29.8 30.5 29.9 29.7 29.0 

Monetary and financial indicators 

CPI inflation % 2.0 1.6 4.1 3.7 2.3 1.9 3.0 2.6 

Exchange rate 

(average) 

LC per 

USD 
14,582 14,308 14,850 15,237 15,855 16,478 - - 

Non-performing 

loans/total gross 

loans 

% 2.6 2.6 2.1 2.0 1.9 2.1 - - 

Private debt, loans 

and debt 

securities/GDP 

% 42.8 40.5 38.4 38.7 38.2 - - - 

Sources: International Monetary Fund, World Bank, Bank for International Settlements, Haver Analytics, National Sources, CareEdge Global 

Note: F - forecast; PPP – purchasing power parity; GFCF – gross fixed capital formation; Exports (G&S) – exports of goods and services; GG – 
general government; FDI – foreign direct investment; FII – foreign institutional investment; NIIP – net international investment position. Data 

refers to fiscal/calendar year and actual/estimate as reported by the source. Where general government data is unavailable, central government 
data is used. Latest available data for 2025  
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Solicitation Status  

The rating is unsolicited 

 

Rating History 

Instrument Type Rating Date 

Issuer rating 
Long-Term Foreign Currency 

(Unsolicited) 
CareEdge BBB/Negative July 30, 2026 

Issuer rating 
Long-Term Foreign Currency 

(Unsolicited) 
CareEdge BBB/Stable March 11, 2026 

Issuer rating 
Long-Term Foreign Currency 

(Unsolicited) 
CareEdge BBB/Stable April 03, 2025 

Issuer rating 
Long-Term Foreign Currency 

(Unsolicited) 
CareEdge BBB October 03, 2024 

 

Criteria Applied 

CareEdge Sovereign Rating Methodology 

 

Analytical Contacts 

Kiran Kavala 

kiran.kavala@careedgeglobal.com 

 

Annie Mahajan 

annie.mahajan@careedgeglobal.com 

 

Hemasree Tummaluru 

hemasree.tummaluru@careedgeglobal.com 

 
Media Contact 

Mradul Mishra 

mradul.mishra@careedge.in 

 

  

https://www.careedgeglobal.com/uploads/methodologies/CareEdge_Global_Sovereign_Rating_Methodology.pdf
mailto:kiran.kavala@careedgeglobal.com
mailto:annie.mahajan@careedgeglobal.com
mailto:hemasree.tummaluru@careedgeglobal.com
mailto:mradul.mishra@careedge.in
mailto:mradul.mishra@careedge.in


 

 

Rating Rationale 
July 30, 2026 

 
 
 

          9 

 

About Us 
CareEdge Global IFSC Limited (CareEdge Global) is a full-service Credit Rating Agency (CRA) with a mission of Empowering 
Global Capital Market Participants Through Unrivalled Insights and Expertise. As the first CRA registered and 
authorized by the International Financial Services Centres Authority (India), CareEdge Global is uniquely positioned to provide 
comprehensive ratings on a global scale. A part of the CareEdge Group, which is a knowledge-based analytical organisation 
offering a wide range of services in Credit Ratings, Analytics, Consulting, and Sustainability. Established in 1993, our parent 
company, CARE Ratings Limited (CareEdge Ratings), stands as India’s second-largest rating agency.  
 
Disclaimer 
This disclaimer applies to each credit rating report and/ or credit rating rationale ('report') that is provided by CareEdge Global 
IFSC Limited ('CareEdge Global').  
 
Ratings from CareEdge Global are statements of opinion as of the date they are expressed and not statements of fact or 
recommendations to purchase, hold or sell any securities/ instruments or to make any investment decisions. The report is not a 
solicitation of any kind to enter into any deal or transaction with the entity to which the report pertains. Any opinions expressed 
here are in good faith, are subject to change without notice, and are only current as of the stated date of their issue. CareEdge 
Global assumes no obligation to update its opinions following publication in any form or format although CareEdge Global may 
disseminate its opinions and analysis. The rating contained in the report is not a substitute for the skill, judgment and experience 
of the investor, user, its management, employees, advisors and/ or clients when making investment or other business decisions. 
The recipients of the report should rely on their own judgment and take their own professional advice before acting on the report 
in any way. Therefore, the report is not intended to and does not constitute an investment advice. The report should not be the 
sole or primary basis for any investment decision. CareEdge Global is not responsible for any errors and states that it has no 
financial liability whatsoever to the users of the ratings of CareEdge Global. CareEdge Global does not act as a fiduciary by 
providing the rating.  
 
Any unsolicited ratings assigned by CareEdge Global are based on publicly available information as CareEdge Global may or may 
not have access to documents / information or participation from management of such issuers. While CareEdge Global has 
obtained information from sources it believes to be reliable, CareEdge Global does not perform an audit and undertakes no duty 
of due diligence or independent verification of any information it receives and/ or relies on in its reports. CareEdge Global ratings 
are subject to a periodic review, which may lead to revision in ratings. CareEdge Global has established policies and procedures 
to maintain the confidentiality of certain non-public information received in connection with each analytical process. CareEdge 
Global has in place a ratings code of conduct and policies for managing conflict of interest. 
 
Neither CareEdge Global nor its affiliates, third-party providers, as well as their directors, officers, shareholders, employees or 
agents guarantee the accuracy, completeness or adequacy of the report, and shall not have any liability for any errors, omissions 
or interruptions therein, regardless of the cause, or for the results obtained from the use of any part of the report. CareEdge 
Global DISCLAIMS ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING BUT NOT LIMITED TO ANY WARRANTIES OF 
MERCHANTABILITY, SUITABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE. In no event shall any CareEdge Global 
or its associated entities or persons be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, 
special or consequential damages, costs, expenses, legal fees or losses (including, without limitation, lost income or lost profits 
and opportunity costs) in connection with any use of any part of the report even if advised of the possibility of such damages. 
 
This report does not constitute an offer of services. This report is solely for use in the jurisdiction of IFSCA, GIFT City in 
Gandhinagar. Without limiting the generality of the foregoing, nothing in the report is to be construed as CareEdge Global 
providing or intending to provide any services in jurisdictions where CareEdge Global does not have the necessary licenses and/ 
or registration to carry out its business activities referred to above. Access or use of this report does not create a client relationship 
between CareEdge Global and the user. 
 
For latest rating information on any instrument of any company rated by CareEdge Global, you may visit our website 
www.careedgeglobal.com. 
 
This report should not be reproduced or redistributed to any other person or in any form without prior written consent from 
CareEdge Global. 
 

© 2026, CareEdge Global IFSC Limited, a wholly owned subsidiary of CARE Ratings Limited. All Rights Reserved.  

This content is being published for the purpose of dissemination of information required as per applicable law and regulations 
and CareEdge Global IFSC Limited holds exclusive copyright over the same. Any reproduction, retransmission, modification, 
derivative works or use or reference to the contents, in whole, in part or in any form, is prohibited except with prior express 
written consent from CareEdge Global IFSC Limited. 
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