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EXECUTIVE SUMMARY

Indonesia has made substantial progress towards the full restoration of democracy, 
transparency and the rule of law. Parliamentary and Presidential elections took place in 
2004, in a peaceful and transparent way, representing a significant step towards the 
consolidation of the process. 

As regard the macroeconomic situation, Indonesia has made progress towards the 
stabilisation of the economy by reducing both its debt burden and budget deficit. Indonesia 
needs an accelerated economic growth of 6-7 % per year, in order to effectively address 
unemployment in a labour market where 2.5 million persons enter every year. 

Several years after the Asian crisis, a majority of Indonesia’s population continues to live in 
poverty. 52 % of the population is estimated to be living with less than US$ 2 a day. 
Achieving Millennium Development Goals (MDGs) will require targeting the poorest 
segments of the population.

Indonesia is also facing major environmental challenges, in a number of areas such as 
forestry, air pollution, lack of access to clean water and sanitation, and industrial pollution.

Governance remains a key issue. Poor governance has a negative impact on the economic 
situation, with corruption and poor law enforcement standing out as major problems. 

In line with the Indonesian government’s priorities under the Medium Term Development 
Strategy (MTDS 2005-2009), the key objectives of EC assistance in 2007-2013 will be 
poverty reduction, the promotion of economic growth through trade and investment, and 
promoting good governance through better law enforcement.

Under the Development Cooperation Instrument (DCI), an indicative allocation of €494 
million has been earmarked for Indonesia for the period 2007-2013. This allocation may be 
supplemented by relevant regional and thematic programmes. 

Fighting poverty and achieving Education for All are key MDGs and government priorities. 
The first area of assistance will be education, with the support provided through a sector-
wide approach (“SWAP”). The second area of assistance will be the support to trade, to 
improve the investment climate and promote economic growth in Indonesia too. The third
area of assistance will aim at improving governance through reform of the justice sector and 
enhanced law enforcement capacity.

Given the proposed concentration of assistance on a limited number of sectors, to maximize 
the impact of EC assistance, key cross-cutting issues, in particular, environment, conflict 
prevention, gender issues, human rights and governance, are mainstreamed in all sectors 
covered by the present CSP.

The tsunami that affected the western most part of the country on 26 December 2004 has left 
a lasting impact on the development of Aceh and North Sumatra. This will entail the need of 
possible adjustments in the strategy of EC assistance to Indonesia. Moreover, the peace 



process in Aceh will also have an influence on the overall strategy towards the country and 
may entail further tuning in the priorities laid down in this document.
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