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Executive Summary

= Indonesia’s FX reserves slightly decreased to USD 144.2 Bn at the end of April 2023, driven
by the payment of government’s foreign debt and the FX liquidity decline due to rising imports.

= Foreign capital inflows supported Rupiah in April 2023, but could potentially flow out again
after dividend payments in Q2. Combined with the expected narrowing trade surplus, this
could result in a possible CA balance deficit.

= Still good liquidity buffer may encourage BI to provide more support to the economy. However
fiscal stimulus may be preferred given the still uncertain global monetary policy outlook.

e Indonesia’s FX reserves stood at USD 144.2 Bn by the end of April 2023, slightly decreased
from previous month’s figures of USD 145.2 Bn. This may seem rather unexpected given the
massive surge of reserves in March, but - if anything - it was the earlier figure that was
anomalous, as it coincided with the influx of revenue to the government’s account at BI.

e April’s figure was brought down largely by the payment of government’s foreign debt,
specifically the maturing global bonds that amounted to USD 1.26 Bn, whereas no new global
bonds were issued during the same month. The decline in FX liquidity may also be a sign of
rising imports in April amid the Ramadan and Lebaran festivities. On the other hand, exports
are expected to continue declining in line with commodity prices, resulting in a significant
reduction in trade surplus.

e Nonetheless, the Rupiah still managed to strengthen during April 2023 thanks to the inflows
of foreign capital, with USD 828 Bn in equities and USD 252 Bn in bonds. The increase in
capital inflows reflects both concerns over slowing growth following the US banking crisis and
also Indonesia’s growing stature as one of the few havens of growth amid the expected
slowdown. Meanwhile, BI's special term deposit facility for export receipts (DHE) has also
continued to help at the margins (net gain of USD 225.75 Mn by the end of April) despite the
limited number of working days.

e The overall FX liquidity situation, then, is still very much secure, especially given the continued
increase in the amount of FX instruments held by banks. This should give Indonesia sufficient
breathing room to weather the potential pressures that could come in Q2. Not only do we
expect the trade surplus to narrow from before, but the service deficit could also widen as
people take vacations abroad and amid the Haj pilgrimage. Furthermore, foreign funds could
potentially flow out again after dividend payments, as in the common expression “sell in May



and go away”. All in all, we expect the CA balance this year to flip into a narrow-ish deficit of
0.8 - 1.0% of the GDP.

All these factors suggest a limit to the appreciation of the Rupiah, after what has been a
sterling start to the year. Still, this is not necessarily a negative situation for Indonesia. An
excessively high exchange rate can be detrimental to the manufacturing sector, which often
relies on lower costs to stay competitive. But nevertheless, the Rupiah strength does give us
a more sanguine outlook with regards to domestic consumption, as well as investment that
relies on imported capital goods.

Despite the recent Fed rate hike, BI still has a good buffer and flexibility to maintain its current
policy mix of 5.75% policy rate and accommodative macroprudential policies. The possibility
of BI cutting rates this year is still limited unless the Fed gives a clear sign of pivot first. Given
that inflation may persist even in the event of a US recession (due to geopolitics and supply-
side factors) the cost-benefit calculus likely favor Indonesian policymakers to focus on fiscal
measures instead. Note that fiscal stimulus would also “free” large amounts of government
liquidity currently sitting at BI - fiscal stimulus thus doubles as monetary stimulus too.



Panel 1. Rupiah continue to strengthen in April 2023, interestingly moving more like a hard
currency
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Panel 2. More than just DHE facility, banks’ FX liquidity has greatly improved
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Panel 3. Capital inflows rose reflecting Indonesia as a growth haven amid global slowdown after US
banking crisis
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Panel 4. Increased foreign inflow improve domestic FX liquidity

— Net foreign assets (NFA)

— Domestic FX loans

— FX Liquidity index (NFA — FX loan growth)
=— |IDR/USD (YoY)

Source: Bl, Bloomberg




Panel 5. FX reserves should be able to cover potential outflows
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Selected Macroeconomic Indicator
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AData for January 2022
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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

2018 2019 2020 2021 2022 2023E

Gross Domestic Product (% YoY) 5.2 5.0 -2.1 3.7 5.3 5.0
GDP per Capita (US$) 3927 4175 3912 4350 4784 5011
Consumer Price Index Inflation (% YoY) 3.1 2.7 1.7 1.9 5.5 34
Bl 7 day Repo Rate (%) 6.00 5.00 3.75 3.50 5.50 5.75
USD/IDR Exchange Rate (end of year)** 14,390 13,866 14,050 14,262 15,568 15,173
Trade Balance (US$ billion) -8.5 -3.2 217 353 545 284
Current Account Balance (% GDP) -3.0 2.7 -04 0.3 1.0 -1.02

*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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