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donesia Economic Briefing
6 Revised Budget (Draft): Too Optimistic Leads to Risk
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Exchange Rate (IDR/USD) 13,392 13,900 13,500
Inflation (%) 3.35 4.70 4.00
3-Month T-Bills (%) 6.00 5.50 5.50
ICP (USD/barel) 49 50 35
QOil Lifting (Thousand bpd) 778 830 810
Gas Lifting (Thousand bpd) 1,195 1,155 1,115
Economic Highlights
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Late last week, the 2016 revised government budget has been submitted for discussion
with parliament. Key points of the draft include: 1) an aggressive target in revenue with
tax amnesty priced in, 2) focus of infrastructure spending shifted towards electrification
projects, and 3) widening budget deficit from 2.2% of GDP to 2.5% (realization as of Apr-
16 at 1.2% deficit).

The government expects tax revenue to grow by 23% vs the 8% average growth in the
last 3 years. Our calculation indicates that the aim is for 12.0% tax ratio, quite
aggressive compared to last year’s figure of 10.7%. This translates to around IDR 150tn
gap in collection. Note that 4M16 revenue realization is already 10% lower than year
ago level, partly due to declining oil price. Meanwhile, proceed from the tax amnesty
program has been accounted through an increase of IDR 104tn in non-oil and gas
income tax.

A more positive story lies in the shift of focus to electrification projects, primarily
through the additional IDR 14tn capital injection for State Owned Electricity Company
(PLN). This is on top of the original IDR 10tn from initial budget, yet to be disbursed. We
estimate that it could lead to 1,070MW of power generation, assuming a base line
investment costs and that the IDR 24tn is not partially use for debt repayment or
transmission maintenance.

Bond issuance upsized by IDR 58tn this year. We think this could be done mainly by
pushing up global bond issuances close to its 30% limit, but should not rule-out LCY
issuances given the downtrend in interest rates. However, if tax collection falters, then
we can expect another spending cut in programs listed according to priority
(infrastructure at the bottom).

Chart 1. Fiscal Stimulus for Growth Chart 2. Oil Price and Fuel Subsidy
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Indonesia: Selected Economic Indicators

National Accounts

Real GDP (% y-o-y)

Domestic demand ex. inventory (% y-o-y)
Real Consumption: Private (% y-o-y)

Real Gross Fixed Capital Formation (% y-o-y)
GDP (USSbn) — nominal

GDP per capita (USS) — nominal

Open Unemployment Rate (%)

External Sector

Exports, fob (% y-o-y, USS bn)
Imports, fob (% y-o-y, USS bn)
Trade balance (USS$ bn)

Current account (% of GDP)

Central government debt (% of GDP)

International Reserves —IRFCL (USS bn)
Reserve Cover (Months of imports & ext. debt)
Currency/USS (Year-end)

Currency/USS (Average)

Other

Bl policy rate (% year end)

Bl 7-Day Reverse Repo rate (% year end)
Consumer prices (% year end)

Fiscal balance (% of GDP; FY)

S&P's Rating — FCY
Source: CEIC, E = Danamon Estimates, *) Up to August 2016
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ANALYST CERTIFICATION

We hereby certify that all of the views expressed in this research report accurately reflect our personal views about any and all of the subject issuer(s) or
securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or views in this
report.

DISCLAIMER

The information contained in this report has been taken from sources which we deem reliable. However, none of P.T. Bank Danamon Indonesia, Thk. 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. We expressly disclaim any
responsibility or liability (express or implied) of P.T. Bank Danamon Indonesia, Tbk. its affiliated companies and their respective employees and agents
whatsoever and howsoever arising (including, without limitation for any claims, proceedings, action , suits, losses, expenses, damages or costs) which may
be brought against or suffered by any person as a result of acting in reliance upon the whole or any part of the contents of this report and neither P.T. Bank
Danamon Indonesia, Thk. its affiliated companies or their respective employees or agents accepts liability for any errors, omissions or mis-statements,
negligent or otherwise, in the report and any liability in respect of the report or any inaccuracy therein or omission there from which might otherwise arise
is hereby expressly disclaimed. The information contained in this report is not be taken as any recommendation made by P.T. Bank Danamon Indonesia, Tbhk.
or any other person to enter into any agreement with regard to any investment mentioned in this document. This report is prepared for general circulation.
It does not have regards to the specific person who may receive this report. In considering any investments you should make your own independent
assessment and seek your own professional financial and legal advice.



