THINK economic and financial analysis

ING

Article | 11 April 2019

How will Indonesia’s elections results
impact the economy?

Growth in Indonesia has hovered about the 5% level since 2016 and
going forward its trajectory will largely depend on who wins the
elections next week. For the second time, President Joko Widodo will
face off Prabowo Subianto, so what can we expect from the economy
under each candidate?

Indonesian President
Joko Widodo on the
election campaign

Take two: Jokowi vs Prabowo (again in 2019)

Indonesia will hold elections next week with incumbent President Joko Widodo, also known
as Jokowi widely expected to secure a second five-year term. Latest polls show Jokowi
leading his second-time challenger, the former general and now businessman, Prabowo
Subianto, who Jokowi defeated in the previous election.

Here's a quick look at what we can expect from each candidate in terms of their economic
policies.
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Jokowi to push investment with an eye on globalisation

President Jokowi's economic platform rests on his push to improve the economy through
investments in infrastructure in a bid to gain global competitiveness and lower Indonesia’s reliance
on minerals and other resources exports. Jokowi hopes for Indonesia to move up higher-value-
added ventures to help provide jobs through high technology industrialisation.

However, his push for investments and infrastructure has resulted in both current account and
fiscal deficits. The president has defended the 'twin deficits', saying investments would eventually
boost growth and help the economy reverse these deficits down the line. His push for investments
has also contributed to Indonesia's strengthening ties with China.

Athough we can't see any near-term respite from the twin-deficit
problem, the long-term prospects for Indonesia remain positive.
A greater emphasis on infrastructure, health and education
investment should help wean itself off lower-value added exports
and evolve into a more dynamic economy

At the same time, Jokowi has chosen to boost imports of basic foodstuffs to help stabilise prices - a
move that seems to have worked in keeping domestic price growth in check, and inflation at the
lower end of the central bank's 2.5 - 4.5% target range. Meanwhile, in response to his challenger's
bid to lower corporate and personal taxes, he's also pledged to look into cutting taxes further,
given that over the course of his term, he's effectively given tax breaks to lower income
households.

If Jokowi is elected to a second term, we are likely to see the country push on with his
infrastructure and investment plans. Inflation is likely to remain in check given Jokowi's program to
import basic foodstuffs, but wider current account and fiscal deficits will remain the key overhangs
on the Indonesian rupiah (IDR). Besides existing import curbs to rein in the current deficit, including
consideration of increasing the biodiesel blend in local fuel, any future dip in global oil prices may
help the government cut back on fuel subsidies.

Although there is unlikely to be any near-term respite from the twin-deficit problem, the long-term
prospects for the economy remain positive. A greater emphasis on infrastructure, health and
education investment will all help Indonesia wean itself off dependence on lower-value added
exports and evolve into a more dynamic economy.

Prabowo wants to take Indonesia back to its core strengths

The challenger Prabowo is making an aggressive bid to lower both corporate and income tax as he
criticises the president's push outwards. If he manages to deliver this, it will boost the

consumer's purchasing power and help the economy become more competitive and an attractive
destination for foreign investment. Although lowering taxes are seen to bloat the country’s deficit,
Prabowo vows to boost the efficiency of the tax collecting machinery and achieve more revenue
via consumption taxes.
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With less than a week to go before Indonesians head to the polls,
Jokowi remains comfortably in the lead, but we've seen our fair
share of election surprises in recent years

Unlike Jokowi's globalisation drive, Prabowo seems to preach a return to Indonesia’s core domestic
strengths sourcing both food and energy domestically. This is why he's been critical of Jokowi's
foods and oil importing policy to keep inflation low. Prabowo is encouraging a push inwards by
helping local farmers via subsidies, while also planning to secure renewable energy via Indonesia's
vast forest lands. Prabowo has also criticised his competitor's infrastructure drive because of the
pressure it exerts on deficits, as well as publically denouncing ties with China.

However, it remains unclear, how Prabowo hopes to achieve industrialisation without pushing for
investments, which may result in lower deficits but also slower growth. He may currently trail in
the surveys leading up to the polls, but we won't rule out a surprise victory.

With less than a week to go before Indonesians head to the polls, Jokowi remains
comfortably in the lead, but we've seen our fair share of election surprises in recent years.

Although the candidates are similar in their drive for industrialisation, increasing or
preserving purchasing power and job creation, the two differ in their approach to these
goals. The economy will continue to chug along at the current 5% handle, and we'll have to
see who the people choose to get the economy jump-started through reforms.

Read our country profile on Indonesia and why reforms are needed for lift-off
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