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Waiting for the (Omni)bus 
Indonesia’s growth is subpar until structural reforms arrive 

• At 4.97% yoy, Q4 2019 Indonesia’s GDP was a downside surprise, reflecting 
the challenges in boosting growth to higher grounds despite its potential. 
Household consumption remains supported but investment has declined.  

• Eyes will be on the central bank – which had a curiously upbeat assessment 
of the economy – to act again. While accommodation is still in vogue, don’t 
expect any immediate rate cut if the global sentiment remains volatile.  

• BI can only do so much, however. If Indonesia is going to have any chance of 
achieving higher growth this year, structural reform is the key. For that, the 
government needs to get the investment omnibus law approved – quickly.  

 

Not as rosy 

As we noted in our Jan 23 report, Bank Indonesia’s latest monetary policy 
statement was imbued with a certain positive aura about the bright prospects 
of both the global and domestic economies. Hence, today’s soft Q4 GDP came 
especially surprising and might not match readily with the impression that 
investors might have walked away from. 

At 4.97% yoy, the Q4 2019 data is the slowest since late 2016, although it is 
just 5bps from Q3’s also-subdued 5.02% rate. 

Figure 1. Indonesia’s growth dips into the last quarter of 2019 

Source: OCBC, CEIC, Bloomberg. 

Looking at the details, it appears that household consumption has kept up its 
part of the bargain, by continuing to support the overall economy. In fact, it 
has chipped in even more this time round, at 3.11ppt of contribution to 
headline GDP growth rate in Q4, compared to an average of 2.74ppt in the 
three quarters before that. 
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Figure 2. Still dependent on private consumption as the main driver 

Source: OCBC, CEIC, Bloomberg. 

Elsewhere, however, the picture is less rosy for other growth components. 
Like Q3, net trade was positive largely because of imports contraction again in 
Q4, rather than any marked pickup in exports, which added a measly 0.07ppt 
to headline growth. 

Investment activities, in particular, remained lacklustre. The category added 
just 1.02ppt to headline, compared to 1.38ppt in the prior quarter. This rate of 
contribution is the lowest since 2013, signifying the challenges that the 
government faces in trying to boost growth via investment. 

Figure 3. Investment activities have been on the decline 

Source: OCBC, CEIC, Bloomberg. 
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To be sure, the government has long understood the need to boost 
investment activities to have any chance of shooting for higher growth rates. 
In fact, as we have highlighted before, President Jokowi has made it a key 
plank of his second term in office. 

It is worth noting that his government has been pushing for a number of 
major legislative amendments to improve the investment climate, via the 
vehicle of omnibus laws. Designed as umbrella legislations that can cut 
through often-conflicting existing rules and legislations, the omnibus laws are 
meant to fast-track the approval process through the parliament.  

Thus far, only the Taxation omnibus law, which includes a proposal to cut 
corporate tax rates, has been tabled to the parliament, however. For the 
more controversial Jobs Opportunities Creation omnibus, which is the 
keystone for improving investment climate, various deadlines have come and 
gone. When queried by the press on when it will be tabled, various officials 
have always offered “by the end of this week” for some time now, 
unfortunately. 

Until these key reforms get through the parliament and win enough popular 
support for them to be implemented, however, Indonesia would continue to 
play the game of attracting FDI investors with a handicap. 

We continue to see a chance of these reforms happening, but the timeline 
might be more of a H2 story than anytime soon. 

In the meantime, the focus will remain on support from Bank Indonesia, 
which had cut its policy rate by 100bps last year. We still see further room for 
rate cuts, by up to 50bps this year.  

The fact that their last statement was so upbeat about growth and that 
continued market volatility due to the coronavirus scare tell us that BI might 
not cut rate in the immediate months ahead, however. Governor Perry 
Warjiyo has said that the central bank may reach for other toolkits instead. 
Hence, further macroprudential loosening including more relaxation on rules 
surrounding property loans might be in the pipeline next. 
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