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Executive Summary

» Indonesia’s FX reserves surged to USD 145.2 Bn at the end of Mar-23, primarily driven by tax
revenue attributed to exporters’ strong earnings due to commodity boom in 2022.

= Foreign inflows have returned in March due to market’s recalibrations of future rate trajectory
following the recent banking crises.

» The positive circumstances may provide BI quite a significant buffer and flexibility to keep its
current policy mix (5.75% policy rate plus accommodative macroprudential policies) to
navigate the slowing growth prospects ahead.

e Indonesia's FX reserves showed a notable surge, with a value of USD 145.2 Bn at the end of
Mar-23. This remarkable USD 4.9 Bn growth was the highest increase recorded in the past
16 months, and seemed to defy our previous expectations of slowing (but still positive) FX
reserves growth.

e The surge was primarily driven by tax revenue, which grew rapidly in early 2023 (40.4% YoY
in Feb). This trend is expected to continue in March, which marks the final month for 2022
tax reporting. The strong tax revenue growth, especially in FX, can be attributed to exporters’
strong earnings in 2022 due to the commodity boom. In addition, the government had also
drawn fresh foreign loans (bilateral or multilateral) in March, even if it did not issue new FX
bonds.

e The sharp increase in reserves may also be (but not necessarily) a sign of still-strong export
earnings. As we have anticipated in recent months, the trade surplus should decline as coal
price dropped in Feb-22 - but the huge trade surplus that month (USD 5.5 Bn) defied
expectations. The predicted erosion of the trade balance surplus is still highly probable,
implying a current account deficit of approximately 1% GDP - but fortunately things are
looking up on the capital account side.

e In March, foreign inflows have returned, to the tune of USD 948 Mn for bonds and 272 Mn in
equities. These were likely the product of the market’s recalibrations of future rate trajectory,
following the recent banking crises. If before, the market entertained the idea of Fed funds
rate (FFR) at 6%, after the crisis most are expecting the Fed to only hike one more time
before pausing or even pivoting to rate cuts later in the year. This pivot “euphoria” might
have subsided in recent weeks, but for a time in mid- to late March it succeeded in driving



capital flows into emerging markets. An incipient credit crunch in the US may have further
encouraged investors to shift their liquidity into countries with more robust growth prospects
like Indonesia.

All told, the situation has been very favorable for Indonesia, resulting in a robust Rupiah
performance in March. The recent implementation of the special term deposit facility for
export receipts (DHE) has also helped at the margins (net gain of USD 294.75 Mn by end of
March), and additional DHE inflows may be forthcoming in the following months.

BI thus have quite a significant buffer and flexibility with respect to Rupiah stability, allowing
it to keep its current policy mix (5.75% policy rate plus accommodative macroprudential
policies) to navigate the slowing growth prospects ahead. The possibility of renewed hike by
BI is now much diminished, but we are still skeptical of the possibility that it may cut rates
this year... unless of course the Fed moves first. Of course, this is still not a very likely
scenario, especially with the entrenched inflation that makes an aggressive pivot unlikely.



Panel 1. Rupiah grew stronger as market’s expectation changed due to the global bank crises
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Panel 2. Bl's special term deposit facility for export receipts (DHE) helps on the margin
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Panel 3. Foreign inflows to the bond market in March 2023 fueled by a shift in market sentiment
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Panel 4. Increased foreign inflow and trade balance surplus improve domestic FX liquidity
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Panel 5. FX reserves increase should be able to cover potential outflows
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Selected Macroeconomic Indicator
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**For changes in currency: Black indicates appreciation against USD, Red otherwise
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Indonesia - Economic Indicators Projection

2018 2019 2020 2021 2022 2023E

Gross Domestic Product (% YoY) 5.2 5.0 -2.1 3.7 5.3 47
GDP per Capita (US$) 3927 4175 3912 4350 4784 5011
Consumer Price Index Inflation (% YoY) 3.1 2.7 1.7 1.9 5.5 43
Bl 7 day Repo Rate (%) 6.00 5.00 3.75 3.50 5.50 5.75
USD/IDR Exchange Rate (end of year)** 14,390 13,866 14,050 14,262 15,568 15,647
Trade Balance (US$ billion) -8.5 -3.2 217 353 545 19.8
Current Account Balance (% GDP) -3.0 2.7 -04 0.3 1.0 -1.2

*Estimated number

** 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: arief darmawan@bca.co.id
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