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Economic Update
Welcome to trillion dollar economic groups

Highest growth since 2013
Statistics Office (BPS) data showed 4Q17 GDP growth picked up to 5.19% YoY with
quarterly growth came in at -1.70% QoQ, which is relatively in line with our estimation and
above Bloomberg consensus (see table on left). Full year growth was at 5.07% which made
Indonesia for the first time reached a trillion US dollar GDP. Indonesia’s nominal GDP had
reached Rp13,588 tn or USD 1,015.6 bn if we convert using average Rupiah in 2017 at Rp
13,380.

Stronger growth led by investment
The growth was still driven by investment which expands 7.27% YoY in 4Q17 and led full
year investment growth at 6.15% YoY or higher than our initial forecast in mid year 2017
at 5.8% YoY. On investment growth, infrastructure development still became the main
driver while private investment was seen started to gain traction from higher capital
goods imports. Consumption was still stagnant at 4.97% YoY even though it started to
recover as the growth in 4Q17 was the highest in 2017. Food and Beverages, which had
biggest proportion of consumption, stimulated higher consumption growth as it grew
5.37% YoY or the highest in 2017. Government consumption growth was higher at 3.81%
YoY following better performance of state revenue which reached 97.2% of target in 2017.
As for net exports, the result was in line with our prediction where imports have a higher
growth at 11.81% YoY than export at 8.5% YoY.

4Q17 GDP by sectors: agriculture and manufacture output growth fell
Industry wise, the main source of growth was still came from manufacturing sector which
posted lower growth at 4.46% YoY in 4Q17 making the full year growth at 4.27% YoY.
Construction, which sector growth was mainly driven by government’s infrastructure
development, followed as the next source of growth as it recorded 7.23% YoY growth in
4Q17 and 6.79% YoY for full year 2017. Agriculture sector had a downtrend in 4Q17 as it
only posted 2.24% YoY growth even though the full year growth at 3.81% YoY was still
better than previous 2 years. Communication still became one of the most lucrative
sectors as it had 8.99% YoY growth which makes the full year growth at 9.81% YoY. Other
sectors growth can be seen in exhibit 3.

GDP growth at 5.3% in 2018
We expect consumption to have gradual recovery in 2018 to 5.06% YoY. If we see the 4Q17
consumption data, transportation sector had lower growth due to Mount Agung eruption
(see exhibit 4). Considering the transportation sector had a normal growth at around 5.4%,
the consumption should be around 5.1% YoY which showed that 4Q17 consumption growth
had pointed to a recovery. As for investment, we expect higher growth in 2018 at 6.3% YoY
from 6.15% YoY in 2017. Infrastructure development still became the main theme while
we also expect private investment to pick up due to better ease of doing business, rating
upgrade and high commodities price. As for net export, we will revise it soon due to better
global demand and higher imports expectation. As of now, we still maintain our GDP
forecast for 2018 at 5.3% YoY.

GDP breakdown by expenditure, % YoY
3Q

2017
4Q

2017
Est. Cons.

Real GDP 5.06 5.19 5.17 5.10

Consumption 4.93 4.97 4.96 -

Govt spending 3.46 3.81 3.70 -

Investment 7.11 7.27 6.00 -

Inflation & policy rate

Source : BPS and Ciptadana Estimates

Oil Prices (Brent, ICP and Pertamax)

Source : BPS
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Exhibit 1: Key macroeconomic indicators

Year-end 31-Dec 14A 15A 16A 17E 18F
Nominal GDP (Rp tn) 10,543 11,541 12,407 13,588 14,878
Nominal GDP (USD bn) 888 861 974 1,015 1,102
GDP/capita (USD) - Nominal 3,530 3,377 3,605 3,911 4,158
Real GDP (%YoY) 5.0 4.8 5.0 5.1 5.3

Private Consumption (%YoY) 5.1 5.0 5.0 4.9 5.1
Government consumption (%YoY) 2.0 5.4 -0.1 2.1 2.2
Gross Fixed Capital Formation (%YoY) 4.1 5.1 4.5 6.1 6.3
Exports (%YoY) 1.0 -2.0 -1.7 9.1 5.6
Imports (%YoY) 2.2 -5.8 -2.3 8.1 6.1

Inflation rate (%YoY) - year end 8.4 3.4 3.0 3.6 3.5
Core inflation rate (%YoY) - year end 5.5 4.0 3.1 3.0 3.3
BI Rate 7.75 7.50
BI 7 Days Reverse Repo Rate - year end 4.75 4.25 4.25
Rupiah / US Dollar - average 11,878 13,398 13,473 13,380 13,500
Rupiah / US Dollar - year end 12,440 13,788 13,346 13,555 13,600
Current account as % of GDP -2.9 -2.1 -1.8 -1.5 -1.9
Fiscal balance as % of GDP -2.4 -2.8 -2.5 -2.5 -2.3

Source: BI, BPS, MoF, Ciptadana estimates

Exhibit 2: GDP Breakdown

Source: BPS

Exhibit 3: Real GDP growth, by industry, % YoY (new base)
2014 2015 2016 4Q17 2017

Real GDP 5.01 4.88 5.02 5.19 5.07
Agriculture, Livestock, Forestry & Fisheries 4.24 3.77 3.25 2.24 3.81
Mining and Quarrying 0.43 -3.42 1.06 0.08 0.69
Manufacturing Industries 4.64 4.33 4.29 4.46 4.27
Electricity & Gas 5.90 0.90 5.39 2.27 1.54
Water Supply, Waste Treatment & Recycle 5.24 7.07 3.60 5.53 4.61
Construction 6.97 6.36 5.22 7.23 6.79
Major Trade & Retail 5.18 2.59 3.93 4.47 4.44
Transportation and Logistics 7.36 6.68 7.74 8.21 8.49
Accommodations and F & B 5.77 4.31 4.94 5.49 5.55
Information and Communication 10.12 9.69 8.87 8.99 9.81
Insurance and Financial Service 4.68 8.59 8.90 3.85 5.48
Real Estate 5.00 4.11 4.30 3.73 3.68
Company Services 9.81 7.69 7.36 9.25 8.44
Govt Adm, Defense, Social Security 2.38 4.63 3.19 6.95 2.06
Educational Services 5.47 7.33 3.84 5.89 3.66
Health and Social Services 7.96 6.68 5.00 6.31 6.79
Other Services 8.93 8.08 7.80 8.87 8.66
Source: BPS

We maintain our view of 5.3% GDP
growth in 2018

Investment remained the main driver
of growth
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Private Consumption: Remain stagnant but have better outlook

Private consumption grew 4.97% YoY in 2017, relatively in line with our estimate at 4.96%
YoY. Although it remained stagnant, 4Q17 consumption growth was the highest in 2017,
indicating the recovery of consumption has started. Food and Beverages, which had biggest
proportion of consumption, stimulated higher consumption growth as it grew 5.37% or the
highest in 2017. We had predicted higher demand of F&B in 4Q17 earlier in our inflation
report this month that F&B will had growth recovery as the food inflation reached more than
2% in December and January when the agriculture output in 2017 was actually better in
2016. Meanwhile, transportation and communication growth were down at 4.97%. This
condition may correlate with declining tourism visit in the 19 main gates of Indonesia (-5.3%
YoY in Dec’16), especially to Bali (-29.8% YoY) due to Mount Agung eruption which lowered
demand for transportation service. Restaurant and hotel growth also felt the impact as it
grew only 5.38% or the slowest in 2017.

Exhibit 4: Consumption YoY Growth Component in 4Q16, 3Q17 and 4Q17

Source: CEIC

Low purchasing power of middle lower income segment in 2017 was significantly affected by
subsidy adjustment of electricity price which make more than 100% price increase for 900
VA customers. However, there was additional restrain factor of consumption from the labor
data. Although unemployment rate experienced slight decrease in August 2017 to 5.5% from
5.61% in August 2016, the absorption to formal sector was still not satisfying. In 2017, BKPM
recorded the lowest labor absorption from investment realization with 1,176,293 people (see
exhibit 5). Even 1Q17 labor absorption with only 194,134 people became the lowest since
2010. It made the proportion of formal sector employment proportion declined in February
2017 even though it started to pick up in August (see exhibit 5). Formal sector employment
mostly guaranteed that employee will have minimum wage standard payment. Although
unemployment rate was still declining due to the risen informal sector, the uncertainty of the
income still existed as the informal sector did not guarantee the labor will have minimum
wage or even the sufficient wage to cope up with daily needs.

Exhibit 5: Investment Realization Growth and Labor Absorbed by Investment

Source: BKPM

Transportation and communication
had lower growth than usual

Although investment realization
increased, the labor absorbed
declined.
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Exhibit 6: Formal and Informal Sector Employment Proportion

Source: BPS

On the middle upper income class, we still see the uncertainty in tax scrutiny and political
stability remained a concern. Exhibit 7 shows a deviation between consumer confidence
index and saving rate. The relationship of the two variables should be negative because as
people became more confidence of their economic condition, they will spend more. However,
people became more confidence of the economic but they spent less according to the data.
So, there should be an uncertainty role outside their economic like the tax scrutiny and
political instability concern which haunted consumers. After the tax amnesty in 2016 - 2017,
middle upper segment still felt uncertain about their future tax payment after tax amnesty
fee realization was still under target. Moreover, the political instability during the Jakarta
governor election in 1H17 made middle upper segment felt more insecure which pushed
them to save more. Although there was slight improvement in labor sector and also our
expectation of more stable inflation in 2018 and higher social spending from the government,
those uncertainties made us still believe consumption will experience only a modest
recovery to 5.0% - 5.1% in 2018.

Exhibit 7: Consumer Confidence Index and Saving rate

Source: BI

Formal sector employment had a
declined during February, showing
that low consumption was not only
because of electricity price but also
declining formal sector proportion of
labor

People became more confidence of
the economic but they spent less
according to the data
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Investment: The Driver of Growth

Investment continued its uptrend as it grew strongly at 7.27% YoY in 4Q17, above our
estimate at 6.0% YoY. 4Q17 investment growth made the full year investment growth was at
6.15%, higher than our forecast at 5.8%. Investment in buildings remained the driver of
growth as its growth reached 6.68% YoY. High growth of buildings also reflected from
cement consumption growth that remained in positive territory at 9.3% after facing low
growth in 2016. Besides, machine also had a significant growth in 4Q17 with 22.3% YoY,
showing companies starting their expansion. Indication of machine growth had been seen
from the high capital goods import in 4Q17 as seen in exhibit 13.

Exhibit 8: Investment YoY Growth Component in 4Q16 and 4Q17

Source: CEIC

Exhibit 9: Cement Consumption Growth

Source: CEIC

FDI realization growth became one of the drivers of better investment growth in 2017. BKPM
noted that investment realization of FDI grew 11.3% YoY in 2017 from -0.01% YoY in 2016.
The structural reformation from the infrastructure development and better ease of doing
business started to give effect to the investment growth. Besides, the rating upgrade from
S&P in May also played a role of higher investment, especially the growth pick up at 7.11% in
3Q17.  In 2017, FDI came back to dominated mining sector as the investment reached USD
4.38 bn or 13.6% proportion of total FDI (2016: USD 2.7 bn; 9.5% proportion of total FDI). We
see that higher commodities price, especially in coal and oil sector, helped to boost the FDI in
this sector and eventually boost the investment growth itself. High coal and oil price in 2018
should maintain the investment to mining sector high.

Investment in buildings and machine
drove the growth in 4Q17
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Exhibit 10: FDI Growth and Gross Fixed Capital Formation

Source: CEIC, BKPM

Exhibit 11: FDI realization and growth 2012 - 2017

Source: BKPM

Exhibit 12: FDI Realization per Sector

Sectors
2016 2017

Value
(USD mn)

Proportion Value
(USD mn)

Proportion

Mining 2,742.4
9.47% 4,375.9 13.57%

Electricity,Gas & Water Supply 2,139.6
7.39% 4,241.4 13.16%

Metal,Machinery & Electronic
Industry 3,896.7

13.45% 3,781.6 11.73%

Real Estate,Ind Estate &
Business Activities 2,321.5

8.02% 2,873.7 8.91%

Chemical & Pharmaceutical
Industry 2,889.1

9.97% 2,578.5 8.00%

Source: BKPM

Pick up of FDI realization growth is
correlated with higher investment
growth in GDP

FDI in 2017 was concentrated in
mining sector due to higher
commodities price
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Higher investment was also seen by higher import growth in 4Q17, especially capital goods.
Exhibit 13 showed that capital goods import growth was on uptrend in 2017, indicating that
companies start expanding. This is in line with Indonesia’s manufacturing PMI which was in
expansion territory in August – November. According to IHS Markit survey, the increase of
manufacturing PMI resulted from higher export demand which trigger companies to start
expanding. Global growth is seen gaining traction as IMF sees global growth in 2017 at 3.7%
YoY, higher than 2016 at 3.1% YoY. As the world growth is still predicted to gain traction in
2018 at 3.9% YoY and recovery of consumption domestically, we see that companies will
continue their expansion in this year.

Exhibit 13: Capital Goods Import Growth YoY

Source: CEIC

Exhibit 14: Indonesia Manufacturing PMI

Higher capital goods import showed
companies were ready for expansion
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Government Consumption: Boosted by State Revenue

Government consumption kept gaining traction as it had 3.81% YoY growth in 4Q17 or the
highest in 2017. The better government consumption in 2017 was helped by better
performance of state revenue which reached Rp1,666.3 tn or around 97.2% of the target
(data as of Jan 12, 2018). Non – tax income boost the revenue realization after it recorded Rp
313 tn realization or 120% of target while the tax income was recorded at Rp 1,343.6 tn or
92.6% of target. Higher oil price pushed the non-tax realization higher, especially in 2H17,
because the ICP realization far beyond state budget target at USD 48/barrel. Tax income only
grew 4.6% YoY showed that there should be additional steps following tax amnesty, like AEoI
(Automatic Exchange of Information) for tax with some countries like Singapore and
Hongkong. Better tax revenue realization, especially in 4Q17, made the government able to
spend Rp1,998.5 tn or 93.8% of target, implying 7.2% of central government expenditure
growth.

Exhibit 15: Tax Revenue Realization

Source: CEIC

Exhibit 16: State Budget 2017 realization

Revenue/Expenditure Post
Realization

FY 2016
APBN-P 2017

(Rp tn)
Realization

FY 2017
Realization

(%)
Growth
YoY (%)

Government Revenue 1555.93 1,736.1 1,666.30 95.98 7.10

Tax income 1284.97 1,450.93 1,343.60 92.60 4.56

Income without tax 261.98 260.08 313.1 120.39 19.51

Grant 8.99 3.1 9.70 312.90 7.93

Government expenditure 1864.28 2,133.30 1,998.50 93.68 7.20

Central government expenditure 1154.02 1,351.56 1,256.50 92.97 8.88

Transfer to Regions and Village
funds

710.26 759.79 742 97.66 4.47

Budget Surplus/Defisit -308.34 -397.23 -332.10 83.60 7.71

% GDP -2.4 -2.92 -2.46 84.25

Source: CEIC & MoF

Better tax and state revenue
realization boost the state
expenditure realization
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We see a limited upside of government consumption next year as the state budget became
more realistic and Indonesia still has difficulties to gain more tax revenue. We expect better
realization of tax revenue this year at 90% - 95% of target due the AEoI implementation with
Singapore in this year which we believed will give a boost to tax revenue. According to tax
amnesty data, most of middle upper segment wealth which is located in foreign countries is
in Singapore. Having AEoI agreement with them will help tax office to discover most of
Indonesians data which will increase the compliance of tax. However, it may affect negatively
to consumption as the middle upper segment will hold their consumption again in 2018.
However, there are hopes on non-tax revenue as the oil price had left the state budget
assumption at USD 48/barrel (ICP). As the government will also have more social spending in
its budget, we expect government consumption will be around 2.5% YoY in 2018.

Net Export: Import is gaining traction

Net export result in GDP is relatively in line with our estimate, especially for export which we
expect 8.3% YoY growth in 4Q17. The export performance in 4Q17 showed that global
demand to Indonesia remained high, especially for coal and CPO as Indonesia main export
products. Indonesia main export destination, China, had a stable growth at 6.8% in 4Q18,
showing that the industrial demand for Indonesia’s commodities still sustain. Besides,
Indonesia had tried to open non-traditional market like Pakistan to export the CPO products.
In 2018, there is a potential pick up of demand from US as the tax reform agenda is expected
to give some results. However, the threat of US future protectionism policy is still haunting
as it may give pressure to Indonesia’s products. Import was gaining traction in 4Q17 as it had
11.81% YoY growth, making full year import growth to 8.06% YoY. We see that it is the sign
of awakening domestic demand, especially from the capital goods import as showed in
exhibit 13. We expect that import growth will be slightly above export growth, making the
trade surplus lower.

Exhibit 17: Export – Import 2017 Realization
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