Indonesia Economic Briefing

Sluggish Consumption: A Change in Consumer’s Behaviour?
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e GDP number for Q2 will be released next week and we forecasted a stagnant
growth at 5.04%yoy. This is mainly due to the sluggishness in consumption growth
as the main driver of the economy.

e Sales indicators are all showing a slowdown in the consumer’s activities which in
turn also impacted the production activities. These slowing indicators has been a
topic of debate lately as the government’s various stimulus packages does not
seem to generate significant impact on the economy.

e Up to 2Q17, vehicle sales and retail sales is still on declining trend. Based on the
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fund (by 11.2%yoy, per May), compared to the credit growth (by 8.7%yoy). This
shows that consumers tend to save more and spend less.

e Production activities seem to respond to the slow sales by delaying/cut off

production. PMI index decline further to 48.6 in July, marking the lowest point

Agﬁ;gigggﬁ?@fa since July 2016. But if we look at the profit and loss data of listed retail companies,

anton.hendranata@danamon.co.id most companies still reported positive growth in its earnings. This may due to the
efforts of efficiencies in operational cost as retail demand looks slow.

e Few reasons that may explain this slow demand phenomenon i.e.

(1) A change in the economic and social structure. The economy has lost a big
chunk of revenue from declining commodity income which deters consumption
especially in the commodity concentrated regions i.e. Sumatera, Kalimantan.
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have reduced the ‘hot’ money that is usually spent on consumption.

(2) Better efficiency. Rising trend of e-commerce and fintech may indicate missing
roles of the ‘middlemen’. Despite the share of e-commerce is still relatively
low to the overall economy, but they may contribute to the declining income
of workers/land owners due to operational efficiencies. Online shops do not
need many workers and may not need to rent spacious office or buildings.
Other efficiency comes from the government’s policy. Efforts to tightly
monitored the use of operational state budget resulted in the declining
travelling (hotels and transportation) expenses for meeting or business
purposes. And then we have the escalated pace of infrastructure development
which in some part increase the efficiency but has also caused changes in
behavior of companies. For example, the shorter time and distance due to the
opening of toll road across Java may reduce the role of warehouses since it is
easier to transport goods to Java. This indicated that infrastructure
development most likely will not bring instant impact to the economy.
Economic actors need time to adjust with the changing demand and cost
structure of the economy.

(3) Distortive government’s policies. Some of the policies related to tax
compliance (i.e. plans to monitor credit card transactions or depositors
account) have discouraged consumers’ (mostly upper middle class) willingness
to spend. The removal of electricity subsidy (in three-stages since January
2017) for the upper lower income class (900 VA), also sets a higher cost of
living that caused lower allocation to spend on goods.
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e The slowing demand however, not necessary means lower consumer’s
purchasing power. This is because we still see the real money supply increasing
(from 9.7%yoy to 13.4%yoy in June). Labor force absorption (participation rate) is
also still in an increasing trend while consumers still maintain optimism reflected
in the rising consumer confidence index. Therefore we conclude that for now, the
economy is still in transition mode. The structural and technological changes may
cause the economic actors to do some adjustment or changes in behavior or
economic strategy.

e Furthermore, the government needs to reduce distortions in designing or
communicating its economic policies so as not to affect the perception of
domestic consumers/companies. We may see some significant impact of these
structural policies to the economy in 2-3 years from now, if better coordinated and
communicated.

Chart 1. Domestic Demand Indicators Chart 2. Profit/Loss Some of Listed Companies
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Indonesia: Selected Economic Indicators

National Accounts

Real GDP (% y-o0-y)

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

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

GDP per capita (USD) — nominal

Open Unemployment Rate (%)

External Sector

Exports (% y-o-y, BoP Basis)

Imports (% y-o-y, BoP Basis)

Trade balance (USD bn, BoP Basis)
Current account (% of GDP)

Central government debt (% of GDP)

International Reserves —IRFCL (USD 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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