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Executive Summary

» Indonesia’s trade balance increased to USD 5.76 Bn in August 2022, as exports (9.17%
MoM) grew at a faster pace than imports (3.77% MoM). The surge in exports was driven
by a temporary cut in the CPO export levy starting from July 15, 2022.

= With this policy extended to the end of October, we can expect the potential rise in CPO
export volume to offset some of the impact of falling global CPO prices on Indonesia’s trade
balance in the near-term. At the same time, Europe’s energy crisis amid the coming winter
months has the potential to drive exports of Indonesian coal.

= Despite the continually large (even increasing) trade surplus, the gap between slowing
global growth and the relatively resilient demand at home might eventually moderate.

= All in all, improving prospects of Indonesia’s trade surplus would allow BI to raise interest
rates at a more measured pace (by 75-125 bps until the end of the year) in response to
the fuel hike-induced inflation.

e Indonesia’s trade surplus increased to USD 5.76 Bn in August 2022, as exports (9.17% MoM)
grew faster than imports (3.77% MoM). This surplus is far greater than what most analysts
had predicted (with the consensus coming in at USD 4 Bn), but the surge in exports was not
entirely unexpected considering that the government had temporarily cut the export levy for
CPO from up to USD 200 per ton to zero starting from July 15, 2022.

e Indeed, CPO exports increased by over 25% MoM in August, even as CPO prices continued to
fall. The reduction in CPO export levies was meant to clear large stockpiles of CPO created
during the CPO export ban from April 28 to May 23. With this policy extended to the end of
October, we can expect the potential rise in CPO export volume to offset some of the impact
of falling global CPO prices on Indonesia’s trade balance. But due to the temporary nature of
this policy, CPO exports would likely moderate toward the end of the year as a result of the
slowing global economy.

e Perhaps a more dependable savior to Indonesia’s trade surplus is the continued rise in coal
prices after Russia stops gas flows to Germany through its Nord Stream 1 pipeline. The
growing demand for coal could not come at a better time, especially since China - the largest
importer of Indonesian coal - is under immense pressure from its zero-Covid policy, trouble
in its mortgage industry, and record-breaking heatwaves disrupting power and production.
And so despite the challenges of using lower-calorie Indonesian coal, Europe’s urgent need
for coal for the upcoming winter season could likely drive coal exports in the next few months.



Indonesia’s improved trade surplus figures was also a result of the broad-based slowdown in
imports, but particularly for consumer goods (Chart 1). The continued bifurcation between
the growth of consumer goods and capital goods imports is in line with our thesis that growth
in the near-term will increasingly depend on investment. With the recent price adjustments
of price-fixed fuels (Pertalite, Solar, and Pertamax) and the knock-on effects that rising fuel
prices would have on core inflation, the more robust savings-investment gaps that businesses
have compared to households would allow them to withstand rising prices and higher interest
rates.
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All told, however, we are becoming a lot more bullish on the trade balance (Chart 2), which
we project to reach roughly USD 45 Bn for the whole year - translating to a current account
surplus of roughly 1.4% of the GDP. This should help Rupiah weather the storm of rising
Dollar, and therefore allow BI to raise rates at a more measured pace (by 75-125 bps until
the end of the year) in response to the fuel hike-induced inflation.



Chart 1. Imports slowed across the board, but particularly for consumer goods, amid
households’ diminishing leeway to withstand higher prices and interest rates
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Chart 2. The recent trade surplus figures have consistently exceeded most analysts’
expectations, in line with rising terms of trade (ToT)
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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$) 3877 3927 4175 3912 4350 4564
Consumer Price Index Inflation (% YoY) 3.6 3.1 2.7 1.7 1.9 7.1
Bl 7 day Repo Rate (%) 4.25 6.00 5.00 3.75 3.50 475
USD/IDR Exchange Rate (end of year)** 13,433 14,390 13,866 14,050 14,262 15,293
Trade Balance (US$ billion) 11.8 -8.5 -3.2 217 353 455
Current Account Balance (% GDP) -1.6 -3.0 2.7 -04 0.3 14

** 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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