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= Despite the more aggressive social spending, the government continues to

maintain a positive budget balance so far in 2023 as the realisation of
spending on subsidies, personnel, and goods is slowing relative to the trend.

= By maintaining a healthy SAL balance and decreasing the need for the

government to turn to the bond market for funding, more constrained fiscal

spending in 2023 may help the economy maintain price stability and

stability in the financial (bond) market in the upcoming periods.

= Despite its positive impact on price and financial market stability, lower

fiscal spending may have some detrimental impacts on Indonesia’s GDP

growth prospects, given the increasingly vital contribution of government

spending.

Last week was a difficult time for the

Indonesian  financial market. Foreign
investors in the domestic bond market sold a
net total of USD 260.2 million, pushing the
yield on the 10-year Indonesian sovereign
bond by 56bps to just below 7%. This
increase in the discount rate, quite naturally,
did not bode well for foreign investors in the
stock market. Foreign investors sold around
USD 106.5 Mn worth of Indonesian stocks in
the past week, while at the same time, the
Rupiah is also breaching the IDR 15,500/USD
level, a level not seen since mid-January

2023.

Despite the turbulent weather in the
financial market, the domestic real sector
continues to sail without much interruption.
As we noted in last week’s report, surging
rice prices in September 2023 did not
translate much to the headline CPlI number,
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as shown by the 2.28% YoY reading in the
September 2023 CPI inflation (more on this
on our upcoming report on today’s CPI data).

= This relatively calm outlook appears to be

mirrored by the government. Indeed, the
government continue to maintain a positive
budget balance by August 2023, amounting
to 0.70% of GDP, which is higher than the
0.55% budget balance recorded last year. A
positively higher budget balance this deep in
2023, of course, does not necessarily reflect
the government’s increasingly miserly
attitude in 2023. For instance, the
government has benefitted from
supernormal revenues in 2023, while the
realisation of the spending budget in 2023
only rarely deviates from the trend rather
than declining relative to the previous year
(see Chart 1).
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= This trend, however, appears to have lost its

steam in May 2023. Granted, government
revenue in Q2-Q3 2023 still outperforms the
historical trend, except for 2022. However,
despite recent disbursements for personnel
and social spending, the realisation of
government spending in 2023 appears to be
veering towards its most sluggish pace in the
past five years.

Examining the realisation of the 2023 state
budget relative to the previous year, it is
quite apparent that the government is
inclined to restrain spending in at least three
functions; subsidies, personnel expenses,
and spending for goods (see Chart 2). Less
aggressive subsidy spen-
ding in 2023 (relative to
2022) is understandable,
given the decision to in-
crease subsidised fuel

The slowing pace of

spending for goods, however, may deserve
further scrutinisation. Given goods spen-
ding’s more discretionary nature and the
current administration’s recurring practice of
diverting budgets from one less pressing
programme to another more pressing one,
the slowdown in goods spending may signal
the government’s need to preserve some

III

amount of “tactical” funds to stabilise
domestic prices amidst the potentially
worsening commodity supply shocks lurking

in the near future.

= The government has worked quite well in

shielding the domestic economy from higher
prices in the global commodity market while
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“The slowdown in goods
spending may signal the

government’s need to

prices in September last WG FaLEIIulXTull"/1l4 of may continue to restrain its
year. ‘tactical’ funds”
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also balancing the budget. Indeed, the
government was rather quick to build its rice
inventory in 2023, having imported around
62.1% of the national rice import target
between January-April 2023 before India
shut its grain export market. Pertamina has
insofar also appears to be quite tactical in
exploiting the ebbs and flows in the global oil
market, having restocked its inventory in
months such as July 2023 when oil prices
were relatively low.

= There is no guarantee, however, that these

cost-inducing shocks in the global commo-
dity market will be limited to 2023. Rather,
reports are pointing towards a worsening
supply imbalance in 2024,
highlighting the impetus for
the government to maintain
these tactical funds in the next
year. The government, then,

spending budget in 2023,
especially for more dis-
cretionary items such as spending on goods.
Given the rise in interest payment bills to
2.05% of GDP in 2023, the government’s
strategy to allocate some budget for its
rainy-day funds in the next year might lead
to a surplus in the primary balance, with
some estimates pointing at around 0.2-0.5%
of primary balance surplus in 2023.

Some positives may arrive from the
government’s potentially more conservative
attitude in 2023. Firstly, a healthy excess
budget balance (sisa anggaran lebih, SAL),
may reduce the necessity for the
government to seek funding from the bond
market in the next year, which may result in



SBN issuance being lower than the projected
IDR 666.4 Tn in 2024. This, in turn, may help
to maintain the vyield on Indonesian
government bonds at a favourable level, with
the yield on 10Y SBN targeted at around 6.7%
in 2024 (6.93% currently). Additionally, such
a strategy may aid the government in its
effort to reduce its interest payment, which
shall enhance the flexibility of future state
budgets.

Growing concerns over the steadily
depreciating Rupiah highlight another
benefit that could be derived from the
potential surplus in the 2023 primary
balance. Apart from household spending, the
surging government spending in May-June
2023 partly explains Indonesia’s CA deficit in
2023, hardly providing support for the
Rupiah amidst the ongoing depreciation
trend. More constrained government
spending, then, may keep the net domestic
liquidity condition (which we use as a proxy
for CA) at a surplus, which should provide
some support for the Rupiah against the all-
conquering USD (see Chart 3).

While more restrained fiscal spending in the
rest of 2023 may help the Indonesian
economy maintain price and financial market
stability in the upcoming year, such a fiscal
policy may jeopardise Indonesia’s growth
outlook in the present. Government
spending, as we know, has played an
increasingly vital role in driving Indonesia’s
GDP growth over the past two quarters.
Ergo, lower fiscal spending may complicate
the government’s effort to achieve the 5.1%
growth target in 2023, given Indonesia’s
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diminishing terms of trade and the
slowdown in private consumption growth.

More discouraging is the decline in fiscal
spending may worsen the outlook for private
spending. As we noted in a previous report
(Collideascope: Refill, please?), fiscal spen-

ding emerges as the most viable solution to
improve the now-dwindling liquidity
condition in the domestic private sector (see
Chart 4), replenishing the resources available
to Indonesian businesses and households to
expand their consumption activities.

We should note, however, that fiscal
disbursements tend to speed up significantly
by the end of the year, with 18.9% of goods
spending and 35.7% of capital spending only
released by December of last year. As
illustrated in Chart 2, the government also
appears to be more aggressive in realising its
social spending budget relative to the
previous year, signifying a shift towards
more targeted fiscal spending in 2023.
Therefore, while the factors mentioned
above might be just enough to tilt
Indonesia's primary balance to a surplus, a
realm last witnessed in 2011, the question
remains how much the government could
disburse its spending budget to the private
sector in this final quarter of 2023.

“Apart from household
spending, the surging

government spending in May-

June 2023 partly explains
Indonesia’s CA deficit in 2023”



https://www.bca.co.id/-/media/Feature/Report/File/S8/Laporan-Riset-Ekonomi/2023/07/consumer-savings-are-running-out-can-fiscal-and-pre-election-spending-refill-it-17-jul-2023.pdf
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Chart 1
Slowest spending in the last five years

Realisation of government revenues has been quite significant in 2023 while state spending
continue to lags behind relative to the trend in yesteryears.

120% 120 %
Government 115.9 LA
revenue, realised Government
(% of target)* m expenses, realised / m
m (% of target)* m
2018
69.1

/ 2019
40 40 /
2018 Z

2019

*Based on LKPP data, 2023 / *Based on LKPP data, 2023
data using Aug-23 outlook data using Aug-23 outlook
0 0
January  April July October January April July October

Source: Indonesia MoF

Chart 2
More of this, less of that

Fiscal spending in 2023 is more targeted at lower-income population than households at large, as
evident from the more-aggressive social spending relative to goods and subsidies
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Chart 3

Saving for a stronger Rupiah
Lower public sector spending would keep the domestic liquidity condition on balance, which could
translates positively to the IDR’s exchange rate stability
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Chart 4

Waiting for the Fiscal Santa
Less-aggressive fiscal spending may translate negatively to the domestic private sector given the
strong correlation between private sector liquidity and the government’s fiscal cycle
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Economic Calendar

1 October 2023

CN Caixin Manufacturing PMI 50.6 51.0 51.2
2 October 2023

ID S&P Global Manufacturing PMI 52.3 53.9 53

ID Inflation rate YoY 2.28% 3.27% 2.23%

us ISM Manufacturing PMI - 47.6 48.1
3 October 2023

us JOLTs Job Openings (USD Mn) - 8.8 8.6
5 October 2023

us Balance of Trade (USD Bn) - -65 -58.3
6 October 2023

ID Foreign Exchange Reserves (USD Bn) - 137.1 136.0

us Unemployment Rate - 3.8% 3.8%
7 October 2023

CN Foreign Exchange Reserves (USD Tn) - 3.16 3.15
9 October 2023

ID Consumer Confidence - 125.2 125
11 October 2023

ID Retail Sales YoY - 1.6% 1.3%
12 October 2023

us Inflation rate YoY - 3.7% 3.8%

ID Motorbike Sales YoY - 1.8% -
13 October 2023

CN Inflation Rate YoY - 0.1% 0.2%

CN Balance of Trade (USD Bn) - 68.36 64.0

ID Car Sales YoY - -8.3% -
16 October 2023

ID Balance of Trade (USD Bn) - 3.12 4.6

EA Balance of Trade (EUR Bn) - 6.5 -
19 October 2023

ID Loan Growth YoY - 9.06% -

ID Interest Rate Decision - 5.75% 5.75%
24 October 2023

ID Foreign Direct Investment YoY - 14.2% -

*Forecasts of some indicators are simply based on market consensus
Bold indicates indicators covered by the BCA Monthly Economic Briefing report
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Selected Macroeconomic Indicator

. Last Real Rate Trade & Chg
() = =
Key Policy Rates Rate (%) Change (%) Commodities 29-Sep 1 mth (%)
us 5.50 Sep-23 1.80 Baltic Dry Index 1,701.0 1,107.0 53.7
UK 5.25 Sep-23 -1.45 S&P GSCI Index 609.7 586.7 3.9
EU 4.50 Sep-23 0.20  |Oil (Brent, $/brl) 95.3 85.5 11.5
Japan -0.10 Jan-16 -3.30 Coal ($/MT) 156.4 161.7 -3.3
China (lending) 2.50 Sep-23 4.25 Gas ($/MMBtu) 2.68 2.50 7.2
Korea 3.50 Aug-23 0.10 |Gold ($/0z.) 1,848.6 | 1,937.5 -4.6
India 6.50 Aug-23 -0.33  |Copper ($/MT) 8,212.5 | 8,411.0 -2.4
Indonesia 5.75 Sep-23 3.47 Nickel ($/MT) 18,440.0 | 20,486.0 -10.0
Ch CPO MT 779.6 803.0 -2.9
Money Mkt Rates 29-Sep -1 mth 9 Lt
(bps) |Rubber ($/kg) 1.39 1.33 4.5
SPN (1M 5.33 5.58 =255 h
e External Sector Aug Jul C; 9
SUN (10Y) 6.89 6.36 53.1 (%)
INDONIA (O/N, Rp) 5.63 5.58 4.4 Export ($ bn) 22.00 20.86 5.47
JIBOR 1M (Rp) 6.40 6.40 0.0 Import ($ bn) 18.88 19.57 -3.53
Ch Trade bal. ($ bn 3.12 1.29 141.85
Bank Rates (Rp) Jun May 9 (o)
(bPS) Central bank
_ Snire, PanKresenves 1 4374 137.7 | -0.42
Lending (WC) 8.93 8.93 0.00 ($ bn)
Deposit 1M 4.19 4.19 0.10 .
: Prompt Indicators Aug Jul Jun
Savings 0.67 0.67 -0.20
Consumer confidence
- - o,
Currency/USD 29-Sep 1 mth | Chg (%) index (CCI) 125.2 L2555 127.1
UK Pound 0.820 0.791 EDRb0)
Car sales (%YoY) -8.3 -6.7 4.7
Euro 0.946 0.919 -2.82
Japanese Yen 149.4 145.9 -2.34
F? IV(I)otorcycIe sales 1.8 45.6 66.6
Chinese RMB 7.298 7.281 -0.24 |(%YoY)
Indonesia Rupiah 15,455 15,260 -1.26 ch
. g
Manufacturing PMI Se Au
Capital Mkt 29-Sep | -1 mth | Chg (%) g g 9 | (bps)
JCI 6,939.9 6,957.8 -0.26 USA N/A 47.6 0
DIJIA 33,507.5 | 34,852.7 -3.86 Eurozone 43.4 43.5 -10
FTSE 7,608.1 7,465.0 1.92 Japan 48.5 49.6 =1:1:0
Nikkei 225 31,857.6 32,227.0 -1.15 China 50.6 51.0 -40
Hang Seng 17,809.7 18,484.0 =9X65 Korea N/A 48.9 0
Foreign portfoli h Indonesia 52.3 53.9 -160
oreig _po olio Sep Aug Chg
ownership (Rp Tn) (Rp Tn)
Stock 2,833.3 2,869.7 -36.44
Govt. Bond 829.5 846.3 -16.83
Corp. Bond 10.8 11.1 -0.26

Source: Bloomberg, Bl, BPS
Notes:

AData for January 2022
*Data from an earlier period

**For changes in currency: Black indicates appreciation against USD, Red otherwise

***Eor PMI, >50 indicates economic expansion, <50 otherwise

Economics and Industry Research — BCA

Scan for the link to our
report depository or click:

https://s.id/BCA REI



https://s.id/BCA_REI

The Focal Point — 2 October 2023

Indonesia - Economic Indicators Projection

2018 2019 2020 2021 2022 2023E

Gross Domestic Product (% YoY) 5.2 5.0 -2.1 3.7 5.3 5.2
GDP per Capita (US$) 3927 4175 3912 4350 4784 5285
Consumer Price Index Inflation (% YoY) 3.1 2.7 1.7 1.9 5.5 2.7
Bl 7-day Repo Rate (%) 6.00 5.00 3.75 3.50 5.50 5.75
USD/IDR Exchange Rate (end of the year)** 14,390 13,866 14,050 14,262 15,568 15,173
Trade Balance (US$ billion) -8.5 -3.2 21.7 35.3 54.5 35.3
Current Account Balance (% GDP) -3.0 -2.7 -0.4 0.3 1.0 -0.7

*Estimated number
** Estimation of the Rupiah’s fundamental exchange rate
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DISCLAIMER

This report is for information only, and is not intended as an offer or solicitation with respect to the purchase or sale of a security. We deem that the information
contained in this report has been taken from sources which we deem reliable. However, we do not guarantee their accuracy, and any such information may
be incomplete or condensed. None of PT. Bank Cenftral Asia Tok, and/or its affiiated companies and/or their respective employees and/or agents makes any
representation or warranty (express or implied) or accepts any responsibility or liability as to, or in relation to, the accuracy or completeness of the information
and opinions contfained in this report or as fo any information contained in this report or any other such information or opinions remaining unchanged after the
issue thereof. The Company, or any of its related companies or any individuals connected with the group accepts no liability for any direct, special, indirect,
consequential, incidental damages or any other loss or damages of any kind arising from any use of the information herein (including any error, omission or
misstatement herein, negligent or otherwise) or further communication thereof, even if the Company or any other person has been advised of the possibility
thereof. Opinion expressed is the analysts’ current personal views as of the date appearing on this material only, and subject to change without nofice. It is
intended for the use by recipient only and may not be reproduced or copied/photocopied or duplicated or made available in any form, by any means, or
redist ted to others without written permission of PT Bank Central Asia Tok.

All opinions and estimates included in this report are based on certain assumptions. Actual results may differ materially. In considering any investments you
should make your own independent assessment and seek your own professional financial and legal advice. For further information please contact: (62-21) 2358
8000, Ext: 20378 or fax to: (62-21) 2358 8343 or email: firman tember@bca.co.id
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