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= Snapshots of the monthly budget realisation data confirm slower
Barra Kukuh Mamia

barra mamia@bca.co.id spending in some areas, though higher spending on personnel and

subsidy have helped support purchasing power early in the year.

= The government appears to have allocated more subsidy spending
toward energy, indicating reduced support for non-energy
programmes such as interest subsidies on MSME loans.

= Lower public support may discourage banks from maintaining their

MSME loan portfolios, although mortgage loans in support of the
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government’s public housing agenda may not readily expand given
the limited liquidity conditions.

The government has finally announced the
budget realisation data for the first two months
of the year, with the fiscal balance standing at
0.13% of GDP deficit by the end of February
2025. The 20.9% YoY contraction in state
revenues dominates the headlines, although,
contrary to popular concerns, the decline
appears to be driven by technical factors such as
higher tax rebates (due to overpayments
following the implementation of the effective
tariff/TER mechanism since 2024) and the 10-day
delay/relaxation in VAT payments.

Despite the government’s argument that tax
payments technically still maintain their positive
growth in 2025, it should be noted that some of
TER tax rebates were repaid in December 2024.
Meanwhile, VAT revenue so far in 2025 is down

Consumption: Relying on the same tool

Apart from revenues and interest payments, the
spending side of the 2025 state budget data has
also come under public scrutiny. The sharp drop
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12.2% YoY, while the reported 8.3% YoY figure
came by averaging together data from January-
February 2025 together with December 2024.

The market appreciates the government’s
commitment to budget transparency, but the
headline figures do not seem to help much in
reassuring investors. Apart from the declining
revenue, accelerated interest payment
realisation in February 2025 (+67.6 Tn YoY)
strikes fear in investors, with some foreign
investors now expecting a 2.8-2.9% of GDP deficit
in 2025 (against the 2.53% target). What results
then, is the USD 183.7 Mn of foreign outflows
from the SBN market throughout the past week,
although the benchmark 10Y SBN yield remains
stable at 6.94% thanks to the robust domestic
demand.

in the government’s discretionary spending (as
much as IDR 9.8 Tn for spending on
goods/materials in January 2025) has been linked
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to the government’s recent budget optimisation
effort, which may translate adversely to the
growth momentum in the short-term given the
stunted spending realisation. On the other hand,
non-discretionary spending, such as personnel
and subsidy expenses, seems to have continued
uninterrupted, helping to maintain consumers’
purchasing power early in the year.

Despite still being early in the year, the budget
realisation data still offer a worthy insight into
how far the incumbent administration diverges
from its predecessor on fiscal priorities, with the
allocation of the subsidy budget between energy
and non-energy subsidies being one of the most
striking  differences. The
government spent IDR 10.7
Tn on subsidies between
January and February 2025,
virtually all of it (99.49%) on

energy subsidies. Meanwhile, WGl EL [ ] NilelgleEle N ET
trapped the Indonesian
economy in a quandary”

spending on  non-energy
goods (such as fertilisers and
interest on KUR) stood at a
mere IDR 53.6 Bn by the end
of February 2025, indicating the government’s
decision to put less priority on KUR and non-fuel
subsidies (see Chart 1).

The lower subsidy spending on non-energy goods
seems to be a part of the government’s budget
optimisation effort, which aims to eliminate
wasteful spending by “centralising” the
distribution channel (for fertilisers and other
things). However, it is the seemingly lower
expenditure on KUR interest subsidies that may
have left more to be discussed. The seemingly
lower fiscal support for MSME loans is not too
surprising, given that the allocated budget for
the programme has decreased by 17.7% YoY
even before the recent round of budget
adjustments. Be that as it may, the lower KUR

1 (ID) Kebijakan insentif likuiditas makro.
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“The slowing MSME loan
growth due to the weaker RRSEICITIEEEINRTEC
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subsidy realisation so far in 2025 remains a
worthy topic, given the context of current
conditions in the domestic banking sector and
the government’s growth strategies.

The previous administration, as we remember,
treated the MSME sector as a core part of its
growth strategy, sharing the stage with the
infrastructure sector. The seemingly lower
support for MSME loans, then, marks a stark
contrast between this government and its
predecessor. Instead, the current administration
appears to champion large-scale Keynesian
schemes such as public housing projects
(targeted at 3mn units per year).

= The government’s decision
to redirect its support from

construction and property
sectors (particularly
residential  properties) s
understandable, as it may
shift the onus of job creation
from the largely informal
MSME sector to the more formal construction
and related industries. This shift in fiscal and
growth priorities could also encourage domestic
banks to follow suit, potentially leading to a
continued decline in MSME loan growth (see
Chart 2). Various support measures — such as
Bank Indonesia’s KLM! incentives — could be
further introduced to stimulate a U-turn in the
demand for mortgages, thus promoting
mortgages and relegating MSME loans to banks’
loan portfolios.

Alas, domestic banks may not have much liberty
in following the government’s new order in
haste, especially with the currently restrictive
domestic liquidity condition. There remains a
question about the demand for such public
housing projects, as subprime locations and



below-par building quality have often been cited
as factors dampening interest in government-
sponsored housing initiatives. The stagnating
middle-income population may also limit banks
in substantially expanding their mortgage
portfolio, given  households’ seemingly
weakening ability to service such loans at the
moment (see Chart 3).

The economy, then, seems to be trapped in a
guandary, as its old economic booster engine
(MSME loans) has run out while the new one
(public housing construction) may suffer from a
slower rollout. This dilemmatic situation may
force the government to react, with the limited
fiscal room forcing it to be creative in carving out
space within its below-the-line budgeting. BI, of
course, has been a model of creativity when it
comes to bringing liquidity under the currently
pressing global situation. Alas, considering that

Putting the brake?
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non-interest tools have pretty much been tapped
out (LTV is at 100%, and RRR could be as low as
4% for banks that meet the KLM requirements),
the central bank may eventually need to increase
its tolerance level regarding the Rupiah’s value to
once again use its interest tool to shore up
liquidity in the market.

Fortunately, the recent dovish shift in the Fed’s
rate expectations has helped bring some
semblance of stability to the Rupiah, potentially
allowing Bl to chart its path toward another rate
cut. However, it might be prudent for Bl to wait
for the Fed’s move before adding another 25bps
to its rate cut tally in 2025, given the elevated
global market volatility currently. Additionally,
the central bank may want to assess the impact
of its strengthened KLM incentive before making
its next move, which will only start to kick in early
next month.

KUR and non-energy subsidy disbursement continue to lag total subsidy spending in 2025,

despite its lower allocated budget.

20%

KUR and non-energy subsidy realisation, relative to
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10% =0==2021
5.1%

0% —f

2023 =—@==2024 2025

-10%
-9.3%
-15.2%
-20%
Slower KUR and
non-energy Source: Ministry of Finance
30% subsidy realisation
Jan Apr Jul Oct

Economics and Industry Research — BCA




The Focal Point — 17 March 2025

(o F:Tq
Shifting focus
MSME loans have been slowing down since 2024, a trend which may continue as the
government seems to have shifted its focus to property loans.
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Risky ventures
Despite the incentive to push residential property loans, increasing property loans may pose banks
with more risks given the increasing NPL ratio.
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Economic Calendar
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Selected Macroeconomic Indicator

Key Policy Rates | Rate (%) C:"Z‘:Le Ra'::a(!,/o) CO:?:;’ d?;ies 14-Mar | -1 mth ‘(:;f)
us 4.50 Dec-24 1.70 Baltic Dry Index 1,669.0 801.0 108.4
UK 4.50 Feb-25 1.50 S&P GSCI Index 551.7 574.4 -4.0
EU 2.65 Mar-25 0.25 |Oil (Brent, $/brl) 70.6 77.0 -8.3
Japan 0.50 Jan-25 -3.50 Coal ($/MT) 106.1 110.1 -3.6
China (lending) 2.00 Sep-24 5.05 Gas ($/MMBtu) 3.89 3.66 6.3
Korea 2.75 Feb-25 0.75 Gold ($/0z.) 2,984.2 2,897.9 3.0
India 6.25 Feb-25 2.64 |Copper ($/MT) 9,731.9 | 9,239.2 5.3
Indonesia 5.75 Jan-25 5.84 Nickel ($/MT) 16,250.4 | 15,312.9 6.1

Money Mkt Rates T | I Chg CPO ($/MT) 1,081.4 | 1,071.8 0.9

(bps) |Rubber ($/kg) 1.99 1.98 0.5
S i e el External Sector Feb Jan Chg
SUN (10Y) 6.95 6.81 14.5 (%)
INDONIA (O/N, Rp) 5.68 5.63 4.7 Export ($ bn) 21.98 21.43 2.58
JIBOR 1M (Rp) 6.38 6.39 -1.0 Import ($ bn) 18.86 17.94 5.18
Bank Rates (Rp) s po Chg |[Trade bal. ($ bn) 3.12 3.49 -10.75
L) Central bank reserves
154.5 156.1 -1.01
Lending (WC) 8.62 8.68 -5.92 |($ bn)*
Deposit 1M 4.92 4.78 14.17 .
: Prompt Indicators Feb Jan Oct
Savings 0.68 0.67 1.19
Currency /USD 14-Mar | -1 mth | Chg (%) ﬁ]‘(’jr;“(”c“g)c°”ﬁdence 126.4 ol
UK Pound 0.773 0.803 3.93
Car sales (%YoY) 0.0 -11.3 -3.7
Euro 0.919 0.965 5.00
Japanese Yen 148.6 152.5 2.59 Motorcycle sales
Chinese RMB 7.237 7.307 0.96 |(%YoY) - = G
Indonesia Rupiah 16,350 16,375 0.15 Chg
Capital Mkt 14-Mar | -1 mth | Chg (%) | Manufacturing PMI|  Feb Jan 1 (bps)
JCI 6,515.6 6,532.0 -0.25 USA 52.7 51.2 150
DJIA 41,488.2 44,593.7 -6.96 Eurozone 47.6 46.6 100
FTSE 8,632.3 8,777.4 -1.65 Japan 49.0 48.7 30
Nikkei 225 37,053.1 38,801.2 -4.51 China 50.8 50.1 70
Hang Seng 23,960.0 | 21,294.9 12.52 Korea 49.9 50.3 -40
Foreign _portfolio Feb Jan Chg Indonesia 53.6 51.9 170
ownership (Rp Tn) (Rp Tn)
Stock 3,083.7 3,531.1 -447.42
Govt. Bond 890.2 881.3 8.86
Corp. Bond 5.1 6.0 -0.89

Source: Bloomberg, B, BPS
Notes:
*Data from an earlier period

**For changes in currency: Black indicates appreciation against USD, Red otherwise
***Eor PMI, >50 indicates economic expansion, <50 otherwise
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Indonesia - Economic Indicators Projection

2019 2020 2021 2022 2023 2024 2025E
Real GDP growth (% YoY) 5.0 -2.1 3.7 5.3 5.0 5.0 4.9
Nominal GDP growth (% YoY) 6.7 -2.5 9.9 15.4 6.7 6.0 7.6
GDP per capita (USD) 4175 3912 4350 4784 4920 4960 5005
CPl inflation (% YoY) 2.7 1.7 1.9 5.5 2.6 1.6 2.3
Bl Rate (%) 5.00 3.75 3.50 5.50 6.00 6.00 5.50
SBN 10Y yield (%) 7.04 5.86 6.36 6.92 6.45 6.97 7.47
USD/IDR exchange rate (end of year) 13,866 14,050 14,262 15,568 15,397 16,102 16,887
Trade balance (USD Bn) -3.2 21.7 35.3 54.5 37.0 31.0 26.2
Current account balance (% of GDP) -2.7 -0.4 0.3 1.0 -0.1 -0.6 -0.9

Notes:

+ USD/IDR exchange rate projections are for fundamental values; market values may diverge significantly at any moment in time
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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 Central Asia Tbk, and/or its affiliated 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 contained in this report or as to 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: 20364 or fax to: (62-21) 2358 8343 or emaiil: eri_tristanto@bca.co.id
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