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Executive Summary

= BI's FX reserves are finally rising again (to USD 134.0 Bn), as domestic FX liquidity is
replenished by capital inflows amid rising expectations of an upcoming Fed pivot.

= The combination of global disinflation and China’s reopening could provide a more favorable
environment for the Rupiah.

= Nonetheless, there is ceiling as to how high the Rupiah could rebound, as many of the issues
that have led to persistent domestic FX shortage remains in place.

e Bank Indonesia’s foreign exchange reserves are finally rebounding, from USD 130.2 Bn in
Oct-22 (a 30-month low) to USD 134.0 Bn in November. The increase is proximately
attributed to FX revenues earned by the government and SOEs, but there are plenty of signs
that point to a broader replenishment of FX supply in the whole economy.

¢ One indication is the increase in commercial banks’ holdings of FX instruments issued by BI,
which functions as an absorber of excess FX liquidity and add to BI's total reserves. The total
amount outstanding rose by USD 2.4 Bn, which accounts for 62% of the increase in November,
and shows that tight FX liquidity in the banking sector — a particular concern of ours since the
start of the year — may be alleviated at last.

e To be sure, many of the issues involved are still there: overt dependence on the commodity
terms-of-trade; export receipts not fully repatriated; yield gap between FX deposits at home
and abroad; irregular reimbursement of subsidies that causes periodic tightness in the FX
market as the two energy SOEs (Pertamina and PLN) look for financing. The first issue might
in fact be worsening, as falling coal prices begin to weigh down on Indonesia’s substantial
trade surplus.

e But two things combined to attract foreign capital back into Indonesia. The first is a feverish
expectations of a Fed pivot ahead of the FOMC’s December meeting. The other is Indonesia’s
lower-than-expected inflation, which put it at the forefront of the global disinflation story -
although, fortunately, still at the back of the global recession story.

e The impact of this abrupt shift in macro outlook was obviously more pronounced for bonds,
which saw USD 1.5 Bn in net inflows compared to only USD 45 Mn for equities. And its positive
impact was more visible on FX reserves rather than the USD/IDR exchange rate, as BI has
pared down the scale of its interventions from earlier in the year.



e Looking back, it does seem that the worst has passed for the Rupiah, following the joint
pressure from an aggressive Fed and falling coal prices in October and early November. The
current pivot narrative is a good start, but there are signs that the global economy could be
slowing more drastically than currently expected - a hard landing rather than a soft one. In
that scenario, commodities could fall further, but the Fed might also start to ease rather than
simply keeping rates near current levels.

e For the Rupiah, this may well be the more favorable scenario. China’s reopening should
provide support for coal and CPO prices, while providing some uplift for other Asian
economies. And perhaps more importantly, 2022 has proven that capital inflows are the more
potent tonic for the Rupiah than current account surplus - especially since, as we mentioned,
much of the export revenues are not repatriated to begin with.

e But there is also a ceiling as to how high the Rupiah could rebound. Our fundamental models,
based on the balance of FX demand and supply, have been showing an FX shortage for quite
some time, which makes the sharp depreciation in October seem “preordained” rather than
the product of a temporary market mood swing. Unless there is a clear improvement in these
fundamentals, we expect the Rupiah to remain near its current levels and BI to persist in its
mildly cautious rate path.

Panel 1. The Rupiah and FX reserves have regained ground as the USD begins to weaken
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Panel 2. FX liquidity in the banking sector is starting to recover
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Panel 3. Bond inflows return as Fed pivot narratives take hold
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Panel 5. Despite the rebound, FX reserves still fa te to cover potential outflows
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**For changes in currency: Black indicates appreciation against USD, Red otherwise

***Eor PMI, >50 indicates economic expansion, <50 otherwise
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Indonesia

— Economic Indicators Projection
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** Estimation of Rupiah’s fundamental exchange rate

2017 2018 2019

5.1 5.2 5.0
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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: arief darmawan@bca.co.id
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