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Indonesia: 2Q GDP surprises on the upside
but momentum not likely to last
2Q GDP unexpectedly rose by 7.1% YoY, but mobility curbs
implemented in July could sap momentum considerably

Source: Stenly Lam

7.1% 2Q YoY GDP growth

Better than expected

7.1% growth moves past expectations
Indonesia’s economy grew by 7.1% in 2Q21 bolstered in large part by base effects after the
economy plunged 4.2% from the previous quarter in the same period last year. Growth was
supported by positive trends in consumer confidence and retail sales coinciding with the start of its
vaccination drive in January this year.  A decent pickup in export demand drove a rebound in
manufacturing activity with the manufacturing PMI index hitting a record high of 55.3 in May. 
Year-to-date growth will likely settle at roughly 3.1% for the first half of the year with Indonesia
posting its first YoY expansion after 4 periods of contraction.
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Speed bump ahead: both retail sales and PMI manufacturing
slip as mobility curbs sap momentum

Source: IHS Markit and Bank Indonesia

Warning speedbump ahead
Looking ahead, we expect growth momentum in 2H21 to be sapped by the ongoing mobility
restrictions (PPKM) implemented to slow the spread of Covid-19.  Indonesia had previously shied
away from tight mobility curbs in a bid to help support economic activity. But a surge in Covid-19
cases has forced the authorities to tighten restrictions and expand coverage to the entire country
by July.  The negative impact from these heightened measures is reflected in the recent
manufacturing PMI index. This slid to a reading consistent with contraction in July while retail sales
growth also decelerated as consumer confidence fades. 

Bank Indonesia (BI) has recently adopted a “pro-growth” stance, citing the likely impact of mobility
curbs on growth and we expect the central bank to retain policy rates at current low levels for the
balance of the year. The 2Q GDP "surprise" will likely lead to near-term support for the IDR. But
more timely data suggesting a slowdown in 3Q21 may offset any optimism. BI has vowed to
provide support to both the economy and the currency with the central bank deploying the full
weight of its "triple intervention" to steady the IDR during bouts of market risk aversion.        
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.
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The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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