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On Strong Fiscal Footing

e The fiscal deficit for 2023 narrowed sharply to 1.65% of GDP from 2.35% in 2022.
This was narrower than the budgeted 2023 deficit of 2.27% of GDP.

e The main reason for the lower fiscal deficit was revenue outperformance while
expenditures improvements remained modest (as budgeted).

o A narrower 2023 fiscal deficit provides the government with more fiscal room to
manoeuvre this year and is consistent with our forecast for more
accommodative policies in 2024 to support economic growth.

Lower-than-expected 2023 fiscal deficit

The fiscal deficit narrowed sharply to 1.65% of GDP in 2023, according to the
unaudited government figures. This was significantly below official estimates —the
original budget had pegged the deficit at 2.84% of GDP and narrowed the target
to 2.27% of GDP in the ‘budget outlook’ issued in November 2023,

The main reason for the outperformance was higher-than-expected revenue
collections. Total revenues grew by 5.3% YoY in 2023 versus 0.1% in the budget
outlook. The government put this down to strong economic growth and the
effectiveness of tax reforms. Indeed, the government has undertaken numerous
tax reforms in recent years. This includes the Tax Harmonisation Law, which was
passed in October 2021, and stipulated a higher VAT rate of 11% from April 2022
(and 12% from 1 January 2025). It also introduced carbon taxes and higher excise
duties on cigarettes and tobacco products. Tax revenues, as a result, rose by 5.9%
YoY in 2023 following growth of 31.4% in 2022.

Non-tax revenue growth also significantly outperformed expectations, rising 1.7%
YoY versus the budget outlook of -13.4%. This increase was supported by
dividends from SOEs and natural resources revenues, particularly licenses in the
mining sector, which more than offset the continued weakness in commodity
prices.

On the expenditure front, realisations were broadly consistent with the outlook.
Total expenditures rose 0.8% YoY versus an outlook of 0.9%. Although central
government expenditures were lower-than-budgeted, regional transfers picked
up more significantly (8% YoY in 2023).
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1 The Presidential Decree 75/2023 which details the updated Budget Outlook was issued on 10 November 2023. Finance Minister Sri Mulyani provided the

unaudited 2023 fiscal figures on 2 January 2024.
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2021 202 ooy Unauaited 2024 BE %OV 2022 o0ich 1t e
Government Revenue and Grant 2011 2636 2637 2774 2802 31.0 0.1 5.3 1.0
Domestic Revenue 2006 2630 2634 2761 2801 31.1 0.2 5.0 1.4
Tax revenues 1548 2035 2118 2155 2309 31.4 4.1 5.9 7.1
Non Tax Revenues 458 596 516 606 492 29.9 -13.4 1.7 -18.8
Grants 5 6 3 13 0 13.6 -45.6 128.2 -96.7
Government Expenditure 2786 3096 3117 3122 3325 11.1 0.7 0.8 6.5
Central Government 2001 2280 2303 2241 2468 14.0 1.0 -1.7 10.1
Regional Transfer 714 816 815 881 858 4.8 -0.2 8.0 -2.7
Government Deficit or Surplus -775 -460 -480 -347.6 -523
%GDP -4.57 -2.35 -2.27 -1.65 -2.29
Source: Ministry of Finance; CEIC; OCBC

Source: Ministry of Finance; OCBC. Note: 2023 Outlook refers to numbers in the Presidential Decree 75/2023.
Some room to manoeuvre in 2024

For 2024, the fiscal deficit is pegged at a wider 2.29% of GDP. Revenues are
expected to grow by 1.0% YoY, using the 2023 unaudited data, with tax revenues
expected to rise by 7.1%. This will be broadly consistent with nominal GDP growth,
by our estimates. Non-tax revenues are expected to fall by more than 18% YoY.
Meanwhile, expenditures are forecasted to rise by 6.5% YoY, with current
expenditures rising more than capex.

Our forecast was for the 2023 fiscal deficit to be ~2% of GDP. However, the
undershoot in the 2023 deficit has provided the government with more fiscal room
to manoeuvre this year. Given our baseline forecast of weaker 2024 GDP growth of
4.8% versus 5.0% in 2023, the additional fiscal buffers offer the government more
room to pursue expansionary fiscal policies, if needed. We expect the government
to meet its 2024 fiscal deficit target of 2.29% of GDP in 2024.

This remains consistent with our view that the broader policy stance (fiscal and
monetary policies) will become more accommodative in 2024 to support economic
growth. In terms of monetary policy, we expect Bank Indonesia (BI) to cut its policy
rate by a cumulative 125bp this year starting in 2Q23, similar to our house view on
when the US Federal Reserve will begin to cut its policy rate.
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in w hole 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 ad 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 Bank, its related companies, their respective directors
and/or employees (collectively “Related Persons”) may or might have in the future interests in the investment products or the issuers mentioned herein. Such
interests include effecting transactions in such investment products, and providing broking, investment banking and other financial services to such issuers. OCBC
Bank and its Related Persons may also be related to, and receive fees from, providers of such investment products. This report is intended for your sole use and
information. By accepting this report, you agree that you shall not share, communicate, distribute, deliver a copy of or otherwise disclose in any way all or any
part of this report or any information contained herein (such report, part thereof and information, “Relevant Materials”) to any person or entity (including, without
limitation, any overseas office, affiliate, parent entity, subsidiary entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule,
regulation, guidance or similar. In particular, you agree not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant
Entity that is subject to the Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation
(600/2014) (“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be liable
or responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID II, as
implemented in any jurisdiction).
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