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Fiscal Factor
Indonesia’s GDP bears effects of

government cutbacks
Nov 7, 2016

e At 5.02%yoy, Indonesia’s Q3 GDP data comes slightly softer than the 5.08%
that market pencilled in, and 5.1% we had in mind. It is also lower than the
5.18% achieved in previous quarter.

e The primary drag appears to be a sharp reversal in government spending in
Q3, as the government shifted focus towards cutbacks to make sure that fiscal
deficit would stay within the 3%-of-GDP limit.

e Elsewhere, all-important household consumption still chugged along at a
relatively clip. Overall, the GDP number suggests that Bl would continue to
wait out global event risks towards year end before easing again next year.

Soft Patch
It used to be 7% and more recently 6%, but whatever the medium-term growth target

that the Indonesian government has in mind will have to contend with the current soft
patch that the economy is going through now.

After a surge in GDP growth in Q2 this year to 5.18%yoy, compared to 4.91% in the

quarter before, the data changed direction once more to dip south to 5.02% in the latest
figure for Q3.
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In a case of what the right hand gives, the left hand takes away, government spending
which supported growth in Q2 turned and became a considerable drag in the latest
quarter. Indeed, in year-on-year terms, support for the economy that originates from
government spending grew was at -2.96% in Q3 — the lowest since at least 2011.
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The proximate cause for the reversal in fiscal impetus was a change in thinking at the Finance Ministry
after Sri Mulyani returned to her old desk in late July. She slashed what was likely an over-optimistic
revenue target and took the decision to cut government spending, in order to make sure that the
aggregate deficit for the year would not exceed the statutory limit of 3% of GDP.

In particular, funds transfer from the central government to municipal ones was cut by IDR68.8tn. This
unfortunately caused a bit of a uneasiness among provincial and district leaders who were busy

frontloading spending in the first half of the year, partly because they wanted to avoid being chastised
for under-spending budget just like the year before.

The fiscal drag is likely to continue into Q4 this year, but will probably reverse itself once more early
next year as the central government starts its fiscal arithmetic on a clean slate again. In addition, the
2017 budget looks to us to be one that is grounded in reality, without a hope-for-the-best optimism that
carries the inherent risk of having to readjust spending downward sharply once more.

Elsewhere, it is heartening that private consumption continues to hold up well, growing at 5.01%yoy in
Q3, which is pretty much the same as the 5.04% rate clocked in Q2. Despite the fact that some
households would have experienced some liquidity shrinkage as they sought to pay the 2-4% penalty
rates in order to participate in the tax amnesty program, it appears that the overall sector remains
robust enough for us to think that it would continue to be a key support for growth in Q4 and into next

year.
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On this front, the fact that Bank Indonesia has slashed its policy rate repeatedly — by 6 times and
150bps — this year should help to anchor consumer sentiment, even if the slow transmission process
towards lower lending rates would continue to bug policymakers. While we do continue to think that the
central bank is not done easing yet, we believe that it will likely be holding a wait-and-see attitude and
keep its policy rate unchanged for the remainder of the year, before we see some moves to ease rate
by up to two times next year.

Overall, today’s Q3 GDP print, while proving to be slightly disappointing, still suggests to us that the
economy is bottoming out and would likely pick up modestly next year. We see growth averaging 5.0%
this year, and for it clock 5.2% in 2017.
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or
in part to any other person without our prior written consent. This publication should not be construed as an offer or solicitation for
the subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond
market and economic trends of the markets provided is not necessarily indicative of the future or likely performance of the
securities/instruments. Whilst the information contained herein has been compiled from sources believed to be reliable and we have
taken all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the time of
publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it
without first independently verifying its contents. The securities/instruments mentioned in this publication may not be suitable for
investment by all investors. Any opinion or estimate contained in this report is subject to change without notice. We have not given
any consideration to and we have not made any investigation of the investment objectives, financial situation or particular needs of
the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for
any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion
or estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive study or to provide any
recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or treated as a
substitute for specific advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of
any investment product taking into account your specific investment objectives, financial situation or particular needs before you
make a commitment to purchase the investment product. OCBC and/or its related and affiliated corporations may at any time make
markets in the securities/instruments mentioned in this publication and together with their respective directors and officers, may have
or take positions in the securities/instruments mentioned in this publication and may be engaged in purchasing or selling the same for
themselves or their clients, and may also perform or seek to perform broking and other investment or securities-related services for
the corporations whose securities are mentioned in this publication as well as other parties generally.
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