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Executive Summary

= BI FX reserves declined slightly to USD 137.1 Bn at the end of August, likely due to increasing
pressures from rising USD and foreign capital outflows.

= Chinese economic troubles have put a strain on Indonesian exports and pressures on Asian
currencies, including the IDR.

= Indonesian imports continue to rise due to rising oil prices and higher capital and consumer
goods imports.

= BI would likely not use rate hikes to stabilize the Rupiah, considering the slow monetary
transmission in the last rate-hike cycle.

= BI will likely use a combination of exchange-rate and bond market interventions, along with
two new policy tools: requiring exports to place a minimum of 30% of their export receipts
domestically and absorbing IDR liquidity with SRBI, to smooth out fluctuations in the IDR.

e Indonesia’s FX reserves stood at USD 137.1 Bn at the end of Aug-23, representing a decline
of USD 0.6 Bn compared to previous month’s figures. Unlike in previous month, very little of
this change could be attributed to either global bond maturity or issuance; instead, the decline
seems largely to reflect the ongoing twin pressures of rising USD and foreign capital outflows
(USD 1.32 Bn in equities and 0.54 Bn in bonds).

e But while the decline in August was much milder than those in May or June, the situation
might be more concerning, as it seems to be driven by more persistent issues. To be sure,
Indonesian fundamentals remains robust, and indicators of risk perception (the non-
deliverable forward/NDF spread and CDS premium) has been remarkably stable. However,
the current global economy is in a much less hospitable state, no less for Indonesia. Indeed,
the IDR has depreciated by 1.4% MoM in Aug-23 amid a sharp gain (more than 2% MoM) in
the DXY.

e The most troubling issue is of course China, whose economic malaise have put a huge strain
on Indonesia’s raw materials exports (particularly coal), while weak purchasing power of
Chinese consumers has kept demand for e.g. tourism to Indonesia weak even after the
reopening. The depreciation of the Yuan have also had contagion effect on other Asian
currencies - to much more significant effect, perhaps, than the deflationary contagion that
we have been hoping for.

e Meanwhile, the cut in oil production by OPEC+ spells trouble in two ways. Firstly, the renewed
inflationary pressures make it less likely that the Fed is going to pivot anytime soon (the



market’'s median date for pivot has shifted from Q1-24 to mid-24). Secondly and more
importantly, it is poised to significantly narrow down Indonesia’s trade surplus, compounding
the issue of weak commodity exports to China.

Add these to Indonesian imports, which seems to be gaining strength not just for capital
goods but now also for consumer goods, and we are getting the recipe for a sustained current
account deficit in the next few quarters. Indeed, history suggests that when Indonesia gets
into a CA deficit, it takes a minimum of one year to pull back into the black again. Without a
quick Chinese turnaround or significant luck with regards to commodity prices, this will
probably hold true this time around, too.

The other way to quickly pull out of a CA hole is by what economists like to call,
euphemistically, "demand adjustment” - through interest rate hikes, fuel hikes, cuts in fiscal
spending, etc. But these are probably not a palatable buffet in an election year, and there is
no guarantee either that rate hikes would deliver a sharp liquidity squeeze that would be
needed to stabilize the Rupiah in a pinch, given the relatively slow monetary transmission
that we have seen from BI’s last hike cycle.

At the moment, then, BI is likely to use a combination of exchange-rate and bond market
interventions to smooth out the fluctuations of the Rupiah. However, BI is well aware of the
danger of overusing the reserves, and fortunately it now has two new policies that could (a)
top up and (b) conserve those reserves.

Policy (a) is of course the requirement that commodity exporters place a minimum of 30% of
their export receipts (devisa hasil ekspor/DHE) domestically. Effective on August 1st, it seems
to have had some noticeable effect on FX liquidity, as proven by the sharp increase in BI's
special term deposit facility for export receipts (TD-DHE), whose amount outstanding has
gone up from USD 366 Mn at the end of July to USD 901 Mn by our latest reckoning. The
stick, as such, has complemented the carrot.

Meanwhile, policy (b) is the SRBI (Sekuritas Rupiah Bank Indonesia), which - as we have
touched previously - allows BI to securitize its government bond (SBN) holdings and absorb
liquidity. But unlike the typical reverse repo operation, SRBI can be traded in the secondary
market, allowing an even wider absorption of IDR liquidity. This ability to rapidly drawing
down IDR liquidity should help reduce the need for BI to add into FX liquidity (i.e. spend its
FX reserves) in order to keep the exchange rate stable.



Panel 1. FX reserves are stabilizing, but the pressure on emerging currencies
have remained significant
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Chart 1. The value of export receipts (DHE)-linked instrument has increased since DHE rule-
change in Aug 1%, but it is still a minor contributor to banks’ overall FX liquidity
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Chart 2. IDR depreciation further exacerbated by the outflow of foreign capital from both the bond and
stock market in August
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Panel 2. Domestic FX liquidity has slowed down slightly in recent months
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Panel 3. FX reserve coverage has fallen slightly, partly also due to recent outflows
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Chart 3. IDR/USD has been much less dependent on ID-US real rate differentials
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Selected Macroeconomic Indicator
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Indonesia - Economic Indicators Projection
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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
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