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Indonesia political business cycle has begun

Indonesia's 2Q23 economic growth came in at 5.2% yoy, beating consensus (5%
yoy). The better-than-expected growth was mainly driven by the increase in
government spending (10.6% yoy) ahead of the 2024 election. We believe that
the government can maintain its double-digit spending growth rate through the
end of the presidential election in February 2024 (1Q24), partly due to the
impact of the 2022 commodity windfall. Therefore, we revised up our FY23
economic growth projection to 5.1% (Prev: 4.7%). Also, we project that the
increase in government spending ahead of the election will positively impact
health and social services, information and telecommunications, and
construction sectors. Mobility-based sectors such as automotive
manufacturing, accommodation and restaurants, as well as transportation and
logistics, will remain the driving force for Indonesia's economic growth this year.

Indonesia's 2Q23 economic growth came in at 5.2% yoy, beating our estimate
and consensus (1Q22: &Cons: 5% yoy; SSI: 4.6% yoy). Although exports fell by
-2.8% yoy (1Q23: 12.2% yoy) due to global commodity slump, its impact was
offset by the double-digit growth in government spending (10.6% yoy; 1Q23:
3.5% yoy), which had a multiplier effect (multiplier effect) on household
consumption and investment growth, boosting them to 5.2% and 4.6% yoy
respectively (1Q22: 4.5% and 2.1% yoy).

The spike in government spending this time was higher than the one before the
2019 election, which peaked at 8.2% in 2Q19 (see Chart 1). We believe that the
impact of the 2022 commodity windfall helped boost this year's spike. Based
on this fact, we believe that President Joko Widodo's administration will be
able to maintain government spending growth at double-digit levels through
the end of the 2024 presidential election in February. Therefore, we raised
our FY23F economic growth projection to 5.1% (Prev: 4.7%) with 3Q23 and
4Q23 growth rates of 5.1% yoy (Prev: 4.7% and 4.8% yoy, respectively).

Even so, we decided to maintain our FY24 economic growth projection at
4.9%. With quarterly growth rates of 5.1% yoy (1Q24F), 4.8% yoy (2Q24F and
3Q24F), and 5% yoy (4Q24F). Our projection was made after considering the
challenges that would be faced by the Indonesian economy in 2024, including
a) the impact of commodity windfall will continue to fade away, b) the high base
effect from the spike in government spending this year, and c) normalization of
government spending growth, as was also the case in the previous elections.

According to our observations, the increase in government spending benefited
sectors affected by social spending, including health and social services sector,
which grew 8.3% yoy in 2Q23 (1Q23: 4.8% yoy), as well as infrastructure
spending, such as the information and telecommunication sector, which grew
8% yoy ( 1Q23: 7.1% yoy) and construction, which grew 5.2% yoy (1Q23: 0.3%
yoy/see Chart 2).

Meanwhile, mobility-based sectors are expected to remain the main driver of
Indonesia's post-pandemic economic recovery. These sectors consisted of the
transportation and logistics sector, which grew 15.3% yoy in 2Q23 (1Q23:
15.9% yoy), accommodation and restaurants, which grew 9.9% yoy (1Q23:
11.6% yoy), and automotive manufacturing, which grew 9.7% yoy ( 1Q23:
17.3% yoy/see Chart 2). In addition, the metal manufacturing sector also
recorded double-digit growth of 11.5% yoy (1Q23: 15.5% yoy) thanks to the
government's commitment to its mine downstreaming policy.
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Table 1. SSI Macroeconomic Forecast Table

Indicators (% yoy) 1Q22 2Q22 4Q22 1Q23 2023 3Q23F 4Q23F 1Q24F 2Q24F 3Q24F  4Q24F FY22

Real GDP (NSA % qoq) (0.9) 3.7 18 0.4 (0.9) 39 18 03 (0.9) 3.6 17 0.6
Real GDP 5.0 5.5 5.7 5.0 5.0 5.2 5.1 5.1 5.1 4.8 4.8 5.0 5.3 5.1 49
Unemployment rate (% nsa) 5.8 5.8 5.9 5.9 5.5 5.5 5.4 5.3 5.2 5.1 5.1 5.0 5.9 5.3 5.0
Consumer price 2.6 4.4 6.0 5.5 5.0 3.5 24 2.6 2.7 3.1 33 33 5.5 2.6 33
Current account balance (% to GDP) 0.2 1.1 13 13 0.9 (1.3) (0.9) (1.1) (0.7) (1.9) (1.3) (1.6) 10 06) (14)

12M rolling sum 0.4 0.9 0.8 1.0 1.2 0.5 (0.2) (0.6) (1.1) (1.2) (1.3) (1.4)
Fiscal balance (% to GDP) 0.1 0.5 03 (2.4) 0.6 0.7 w3 5 1 @3 @l e @4 @3 (26
Policy rate, 7 day reverse repo rate (%) 3.50 3.50 4.25 5.50 5.75 5.75 5.75 5.25 4.75 4.25 4.25 4.25 5.50 5.25 4.25
10-year government bond yield (%) 6.74 7.22 7.37 6.94 6.79 6.26 6.20 6.00 5.80 5.50 5.70 5.60 6.94 6.00 5.60
Exchange rate (USD/IDR) 14369 | 14,898 | 15228 | 15568 | 14995| 14993 | 14,700 | 14,900 | 15000 | 14900 | 14,800 | 14,700 | 15568 | 14,900 | 14,700

Source: SSI Research.

Chart 1. Indonesia Political Business Cycle by SSI
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Chart 2. Sectors that Benefits from Increasing State Expenditure Chart 3. Sectors that Lead Post-Pandemic Recovery
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