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Distinguished Guests, Ladies and Gentlemen,

The theme of my address is about the balancing of infrastructure provision and
sound macro-economic management. As the Coordinating Minister for Economic
Affairs and Chairman of KKPPI the Infrastructure Development Committee, this

is one of my responsibilities.

Infrastructure, as we all know, is an important driver of economic growth, and
poor infrastructure constrains growth by deterring foreign and domestic
investment. We recognize the importance of infrastructure, and we want its
development to be rapidly accelerated. However, since the crisis Government’s
ability to make this happen has been limited by budgetary constraints. It is
impossible for the state budget to fund all the infrastructure that the country
needs, without adversely and severely increasing our budget deficit and public
sector borrowing. Thus, current economic circumstances dictate the need to
resort to private sector participation, targeted mainly at injecting private finance
into the infrastructure sector. Simply put, private sector participation (PSP) in

infrastructure is accordingly an imperative rather than an option.

Distinguished Guests, Ladies and Gentlemen,

Let me begin my remark by highlighting current macroeconomic developments
and their likely path over the medium term. I will emphasize a few
macroeconomic indicators which may affect investment decision in infrastructure

in this country.



First, the economy is on a gradual but steady upward trend. After being hit hard
by the crisis in 1998, our economy showed its resilient by growing steadily from
3-4 % p.a in 2000-2003 to 4-5% p.a in 2004-2005. It is currently on a growth
trajectory of 6% p.a. and over the next 3 vears, we expect our economy to grow by
6-7 % p.a. In 2010 and bevond, we hope to grow by 7+% p.a., our growth

trajectory for 30 vears before the crisis.

Acceleration of our economic growth has two implications. From a supply
perspective, we need higher investment in infrastructure to support enlargement
of the economy. Similarly, on the demand side, expansion of the economy will

raise the commercial viability of infrastructure investment.

Second, investment in infrastructure is long term, requiring macroeconomic
stability. Currently we witness a firm reestablishment of economic stability.
Inflation has been successfully brought down to about 7% in this year from about
17% in 2005. In the medium term, with continued prudent monetary and fiscal
policies, we expect that our inflation rate will come down to 3-4 % p.a, a level
closer to the regional norm. With a positive outlook on macro stability, the cost of
finance will correspondingly decline and lengthen-— the tenor or maturity of loan
lenghthens. The availability of domestic financing is essential for the investors in
infrastructure sector to mitigate foreign exchange risk and to facilitate Rupiah

financing instruments.

We also understand that Indonesia’s risk is still higher than some other countries
in this region. But as we witness our budget deficit has come down considerably
since the crisis period and has recently been contained at around 1 % of GDP.
Correspondingly, our public debt to GDP ratio has been falling fast from about
100% GDP in 1999 to below 40% of GDP by the end of 2006 and is likely to
continue falling thereafter. This improvement has been recognized by all rating

agencies by steadily upgrading Indonesia’s rating. ]
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