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Executive Summary

= FX reserves position stood unchanged at USD 132.2 Bn by the end of August 2022 as
BI's interventions in the money market cancel out the increase in exports reception from
higher coal and gas prices.

= Higher coal prices and BI's interventions in the Forex market appear to improve FX supply
at home. However, FX demand in the domestic market remains robust, courtesy of
recovering consumption and urgency among the business sector to expand.

= BI may still look to deliver another BI 7DRR hike to defend the IDR’s value. Interventions
in the Forex market are conditional on FX liquidity conditions in the domestic economy,
while the prospect of foreign capital inflows appears somewhat limited.

e Bank Indonesia’s official reserves asset position remained stable at USD 132.2 Bn by August 2022,
unchanged from the previous month and equivalent to 6.1 months of imports or 6.0 months of
imports and the government’s external debt servicing. This figure remained the lowest since June
2020, as BI's intervention in the FX market negates the impact of higher gas and coal prices that
should translate positively on the FX reserves.

e Despite the relatively calm days in early August 2022, the IDR (as well as other currencies) came
under pressure again in the days following the Fed’s Jackson Hole symposium. The FOMC chair
Powell hit the mic in Jackson Hole with an Odyssean pledge to rein in inflation (The Fed is tying
itself to the tightening mast despite the Siren song of weakening economic activity); markets react
accordingly, snapping the July-August bull market rally as foreign capital flows out of risky markets
(Chart 1). Fearing the risk of a more structural inflationary pressure, market participants are also
of the opinion that the Fed would keep policy conditions tight for the foreseeable future (Chart 2).
Indeed, the prospect of a ‘tighter-for-longer’ monetary condition would continue to strengthen the
USD, adding to the cost BI would have to pay to protect the IDR’s value through interventions in
the FX market.

¢ On a further note, the tight US Dollar liquidity condition explains the continued sell-off of assets
such as US treasury notes by emerging market investors, including Indonesian investors (Chart
4). Indeed, BI's lack of swap agreement with the Fed makes it difficult for domestic market
participants to get hold of the greenbacks. US treasuries sell-off among emerging markets
investors, of course, is parallel with the Fed’s ongoing quantitative tightening. If left unattended,
this condition may lead to spiking US treasury yields (akin to the spiking repo rate in 2019), leading
to a policy setting much tighter than the Fed initially intended.



BI's intervention in the FX market remains conditional on FX liquidity conditions at home. FX
availability, however, appears to be improving in recent weeks. Climate anomalies and uncertain
gas shipment in Europe have kept coal prices in its elevated state, a positive development for
Indonesia’s FX coffers. This development, of course, reflects our confidence in the upcoming trade
balance number. Equally positive is that banks’ FX placement at BI appears to be increasing lately,
and the government’s improved ability to extract commodity exporters’ windfall profits (through
higher coal and nickel export royalty tariffs) may help to increase FX liquidity in the domestic
economy.

However, demand for FX in the domestic market
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The deciding factor, then, remains the foreign capital flows. Granted, foreign capital inflows into
Indonesia’s stock market remained buoyant, courtesy of positive sentiments derived from high
coal prices. Alas, the prospect of foreign capital flowing into the domestic bond market appears
rather grim. For one, the early August bond rally shows bond market participants’ attentiveness to
the Fed’s policy signal. Historical data shows that monetary policy tightening in the US tends to
end only after the policy rate delivers a positive real rate of return (Chart 3). The still-deeply
negative real rate return may add to the argument for a prolonged tight money policy in the US,
further limiting the prospect of significant capital inflows into Indonesia’s bond market in the short
term.

Foreign investors also face lower incentives to find their way back to the Indonesian market.
Uncertain global conditions aside, recent adjustments to subsidised fuel prices would increase
inflationary pressures in Indonesia (which we now expect could end up above 7% by year’s end),
plunging the real rate return on Rupiah-denominated assets deeper into the red zone. With this
calculus in mind, BI may have to tighten its policy further, with rate hikes to the tune of 75 - 100
bps by the end of 2022 appearing as the most sensible scenario for now.



Chart 1. Both stock and bond markets started to reverse its course in
the days leading up to the 25-27 August 2022 Jackson Hole symposium ...
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Chart 3. The Fed may continue to hike the federal funds rate to restore
the positive real return on the policy rate
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Chart 4. Tight USD liquidity leads to continued sell-offs of US treasuries,
especially among EM-based investors
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Selected Macroeconomic Indicator
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Indonesia - Economic Indicators Projection

2017 2018 2019 2020 2021 2022E

Gross Domestic Product (% YoY) 5.1 5.2 5.0 -2.1 3.7 5.1
GDP per Capita (US$) 3877 3927 4175 3912 4350 4564
Consumer Price Index Inflation (% YoY) 3.6 3.1 2.7 17 19 7.1
Bl 7 day Repo Rate (%) 4.25 6.00 5.00 3.75 3.50 475
USD/IDR Exchange Rate (end of year)** 13,433 14,390 13,866 14,050 14,262 15,293
Trade Balance (US$ billion) 11.8 -8.5 -3.2 21.7 35.3 36.9
Current Account Balance (% GDP) -1.6 -3.0 -2.7 -04 0.3 0.5

** Estimation of Rupiah’s fundamental exchange rate
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DISCLAIMER

This report is for information only, and is not intended as an offer or solicitation with respect to the purchase or sale of a security. We deem that the
information contained in this report has been taken from sources which we deem reliable. However, we do not guarantee their accuracy, and any such
information may be incomplete or condensed. None of PT. Bank Central Asia Tbk, 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. The Company, or any of its related companies or any individuals connected with the group accepts
no liability for any direct, special, indirect, consequential, incidental damages or any other loss or damages of any kind arising from any use of the
information herein (including any error, omission or misstatement herein, negligent or otherwise) or further communication thereof, even if the Company
or any other person has been advised of the possibility thereof. Opinion expressed is the analysts’ current personal views as of the date appearing on this
material only, and subject to change without notice. It is intended for the use by recipient only and may not be reproduced or copied/photocopied or
duplicated or made available in any form, by any means, or redist ted to others without written permission of PT Bank Central Asia Tbk.

All opinions and estimates included in this report are based on certain assumptions. Actual results may differ materially. In considering any investments
you should make your own independent assessment and seek your own professional financial and legal advice. For further information please contact:
(62-21) 2358 8000, Ext: 20364 or fax to: (62-21) 2358 8343 or email: ahmad rizki@bca.co.id
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