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LIQUIDITY
MONITOR

* Our liquidity monitor continues to show borrowing growth (loans
and bonds) far in excess of deposit growth within the Indonesian
banking system by the end of 2024 [3].

* This deficit in liquidity—or what we call net bank balance (NBB)—
amounted to -1.70% of GDP, which could be expected to weaken
IDR/USD by around 6-8% YoY [12]. The fact that the Rupiah only
depreciated by 4.4% in 2024 was thanks to SRBI, which attracted
IDR 162 Tn (0.73% of GDP) in foreign flows last year.

* Dec-24 showed a large transfer of liquidity from the private sector
to the government, which likely corresponded to a push to obtain
taxes from low-compliance taxpayers—often called “extra effort”.
This boosted MoF’s cash reserves at Bl back to nearly IDR 500 Tn
[5], despite typically faster government spending at year-end.

* Elsewhere, liquidity among individual account holders continue to
worsen, with deposits contracting by 2.1% YoY in 2024. Crowding-
out effect due to SBN [7] can only be a partial explanation, given
the concomitant slowdown in consumer and SME loan growth.

Some relief, but pressure remain

Bond market conditions actually improved through February, with
Bl’s 25 bps rate cut in January and the reversal of “Trump trade”
pushing down yields along the whole curve [9]. Lower SRBI yields
nudge bank liquidity towards SBN [10], which—coupled with Bl’s
purchase—may relieve some of the crowding-out issue.

Debt ceiling, plus incipient signs of a slowing US economy, might
keep vyields stable in the near-term. Still, this does not guarantee
Rupiah stability, given large equity outflows as well as Bl’s limited
capacity to issue more SRBI this year [11].

The only surefire way to stabilize the Rupiah, then, is by reducing
domestic spending and thereby improve NBB. The government’s
ongoing campaign to cut unnecessary spending might help in this
regard, but only temporarily.

As we know, the rationale behind these efficiency measures is not
to reduce public spending per se, but to reallocate it towards new
programs such as free school meal (MBG). Instead, the authorities
now pin their hopes of maintaining the Rupiah on the new export
proceeds (DHE) regulations, which we discuss in our Special Topic.




Year-end switcheroo & BCA

“Extra effort” to collect taxes in December shifted liquidity from private to public sector, but vast liquidity deficit remains at the national level
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Cash on (one) hand

Government liquidity improved in December, but sluggish cash inflows among SOEs necessitated fresh borrowing

NBB: SOEs (non-financial)
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NBB: General government
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Against the season

@ BCA

Government spending accelerates in year-end as per usual, but the coffers at Bl uncharacteristically swelled
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Widening chasm % BCA

Larger businesses continue to control large sums of cash, but smaller ones (individual checking accounts) remain on a downward trajectory
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Squeezed on both sides

BCA

Consumer saving and borrowing continue to decelerate—with only SBN purchase somewhat ameliorating the picture

NBB: Households
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Waiting on the sidelines @ BCA

NBFIs’ cash position has been increasing, as SBN purchase is pared back while lending by VCs and multifinance companies slows

NBB: Non-bank financial institutions ... including gov’t bond (SBN) holdings
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Respite for the market @) BCA

Indonesian yields decline all along the curve, supported by Bl rate cut and “bull flattening” in the US
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A healthy rebalancing % BCA

Banks shifted back to SBN as SRBI yields decline, while Bl’s intervention may reduce dependence on households/corporates to absorb new SBN
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A mixed outcome & BCA

The bond market has had a decent start to the year, but it has been offset by outflows from the equity market
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The new equilibrium, for now @ BCA

Our model indicates that the Rupiah is correctly valued at around 16,400 to the USD, given current financing deficits
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SPECIAL

TOPIC DHE-SDA:

Starting March 1%t, commodity (SDA) exporters are required to put
100% of their export proceeds (DHE) in Indonesia for 12 months—
much higher than 30% for 3 months under the previous regulation
from 2023.

This new regulation should not come as a surprise. The authorities
have long put their crosshairs on DHE-SDA, in the (justified) belief
that a substantial amount of DHE tends to “leak” abroad, and that
commodity windfall could have been better utilized as part of Bl’s
defense against Rupiah depreciation.

Concurrently, the Prabowo government also faces a big financing
gap, if it is to realize its lofty ambitions. In a two-pronged attack
reminiscent of Pres. Jokowi’s first term [15], the government now
tries to lever up SOEs’ balance sheet—via the Danantara SWF—
and to tap funds currently parked outside the Indonesian financial
system, including DHE-SDA.

The public sector can then borrow these fresh funds to finance its
projects. Of course, we know from [12] that it is net liquidity or

Bringing it all back home?

NBB—saving less borrowing—that matters for the exchange rate.
Using DHE-SDA to finance growth necessarily limits its usefulness
to defend the Rupiah.

This growth-versus-IDR dilemma [17] is crucial to understand the
macro impact of DHE-SDA. The regulations allow exporters—who
would otherwise be short of working capital—to borrow against
their deposits via back-to-back schemes. Likewise, banks can lend
the funds to other clients, including importers.

In practice, then, while the 2023 regulation has been successful in
repatriating DHE-SDA [18], it has had limited effect on NBB [19]—
which naturally reflects savings-investment gap and therefore the
current account (CA) balance.

As such, the regulations do not affect the net liquidity flow in/out
of Indonesia. Imports and other outflows that would have taken
place before can still take place, albeit in a more roundabout way.
These are, in other words, “known money” [16].




SPECIAL

TOPIC DHE-SDA:

As such, if Bl wants to use DHE-SDA to defend the Rupiah, it must
do so by restricting borrowing, e.g. by offering higher rates on its
own instruments (TD-DHE, SVBI) so banks are unable to loan the
funds. Such restrictions, in turn, can hamper economic activities,
which brings us back to the growth-versus-IDR dilemma.

But the regulations are not entirely futile. For one, it does offer BI
more option to support the IDR—albeit at the expense of growth.
It also allows the authorities to better keep track of liquidity flows
pertaining to exports.

This last point is critical, as a big chunk of export revenue may not
have been correctly reported. Even if we focus on just the “Big-3”
of Indonesian commodity exports (coal, CPO, nickel), we can see
substantial “leakage” from mis-invoicing and transfer pricing [20],

[21], [22].

The exact amount lost from these shenanigans are not known for
sure, but based on available data we estimate a minimum of USD
10-20 Bn per year (about 10-25%) from Big-3 commaodities alone.

It’s all about the (missing) money

These are genuine “missing money”, since they are not reported
in the official statistics and are not used to finance investment or
imports. Repatriation of these funds, then, would actually improve
the NBB.

The estimated impact on growth and the Rupiah are visualized in
[24]. If the new regulation targets only “known money”, there is
no change in the growth-versus-IDR tradeoff: a stronger Rupiah is
only achieved by sacrificing growth, and vice versa.

Targeting “missing money”, however, would shift the tradeoff for
the better. In our estimate, an aggressive pursuit of these leakage
would improve the NBB by up to 2% of GDP—and strengthen the
IDR by ~500 points to the USD given a similar GDP growth rate.

As a candidate, Pres. Prabowo often spoke about “leakages” that
rob Indonesia of rightful earnings from its natural riches. Now as
President, he has the chance to rectify this by cracking down on
mis-invoicing, transfer pricing, and similar practices. The effort to
bring home DHE-SDA should not stop at mere “known money”.




Hunting high and low

Presidents Jokowi and Prabowo both face difficulties in financing their agendas through the State Budget, prompting the use of extra-fiscal means

Jokowinomics (1t term)

Fiscal expansion

Levering up SOEs

Tapping money
parked outside
the system

Raised gov’t CAPEX by 46% during first year in power
(2015), financed partly by slashing fuel subsidies

But: Revenue fell as commodity prices declined;
tax/GDP ratio stagnated below 11%

GoV't capital injection (IDR 283 Tn during 2015-19)
and asset revaluation to boost equity levels ...

... which then enabled more borrowing by SOEs:
domestic (+IDR 250 Bn) and external (+USD 15.4 Bn)

Tax amnesty (2016-17), which netted IDR 130 Tn in
penalties plus added around IDR 90 Tn in deposits
from repatriated funds

@ BCA

Prabowonomics

Before taking office: Plan to enlarge fiscal deficit/debt
levels scrapped following adverse market reaction

Planned to raise tax/GDP ratio to 23% » scaled back
to 18% fiscal revenue/GDP

Pivoting to budget cuts to support priority programs

Establishing BPI Danantara as super-holding of SOEs

Targeting a reallocation of USD 20 Bn/yr from State
Budget, to be injected as equity to Danantara

Attracting foreign co-investment and loans, targeting
Danantara’s asset to grow by USD 120-160 Bn/yr

Requiring export receipts (DHE) from commodities
(SDA) to be 100% repatriated for a period of 12 mths,
expected to bring the remaining 70% that has not
been repatriated » around USD 50 Bn

Bullion bank to monetize domestic gold holdings
(estimated at 1800 tons)




Department of lost and found % BCA

Repatriation targets export proceeds (DHE-SDA) that are already reported, but there could be more that goes unreported
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(ILLICIT OUTFLOWS)
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Growth vs. exchange rate: The ultimate tradeoff ®BCA

Indonesia’s growth potential may best be seen in terms of financing constraint—and therefore the risk of Rupiah depreciation
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DHE requirement: A successful policy ... @) BCA

The 30% DHE regulation has significantly boosted domestic FX deposits—and corresponding placements at Bl—above its baseline (i.e. CA balance)
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... but it does not improve net liquidity (NBB) @ BCA

DHE regulation has had virtually no impact on NBB, which continues to track the CA balance (or, in other words, the saving-investment gap)
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Missing money #1: Export mis-invoicing

The value of Indonesian exports to China are often significantly underreported compared to Chinese customs data
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Missing money #1: More mis-invoicing data @ BCA

With few exceptions, export of “Big-3” commodities to Asian countries shows indications of systemic mis-invoicing
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Missing money #2: Transfer pricing

Understating the price of exported commodities—often via shell companies abroad—is another way to illicitly park export revenues abroad
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Large wave of liquidity incoming ... * BCA

The 100% DHE regulation could bring in about USD 50 Bn in FX liquidity, and potentially more if the “missing money” is aggressively pursued
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* We estimate mis-invoicing to add an
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could improve NBB by approximately
1-2% of GDP for the long-haul

— Big-3 commodity exports
(coal, CPO, ferronickel)

— Current account balance (baseline)

FX deposit* growth, scenario:

2. Aggressive-A (missing money-LOW)
3. Aggressive-B (missing money-HIGH)




... but it may or may not be a game changer @ BCA

Repatriation of “missing money” should improve Indonesia’s growth-versus-IDR tradeoff, but getting only “known money” may not do so
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Projection of Indonesian economic indicators @ BCA

2019 2020

Real GDP growth (% YoY) 5.0 -2.1 3.7 5.3 5.0 5.0 4.9
Nominal GDP growth (% YoY) W -2.5 9.9 15.4 6.7 7.0 7.6
GDP per capita (USD) 4175 3912 4350 4784 4920 4960 5005
CPI inflation (% YoY) 2.7 1.7 1.9 5.5 2.6 1.6 2.5
Bl Rate (%) 5.00 3.75 3.50 5.50 6.00 6.00 5.50
SBN 10Y yield (%) 7.04 5.86 6.36 6.92 6.45 6.97 7.47
:::1%/ L':';:::)ha"ge rate 13,866 14,050 14,262 15,568 15,397 16,102 16,887
Trade balance (USD Bn) -3.2 21.7 35.3 54.5 37.0 31.0 26.2
Current account balance 2.7 0.4 0.3 1.0 0.1 0.6 0.9

(% of GDP)

Notes:
* USD/IDR exchange rate projections are for fundamental values; market values may diverge significantly at any moment in time
* Numbers marked with (#) for 2024 are final; other numbers for 2024 are our projections
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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: 20378 or fax fo: (62-21) 2358 8343 or emaiil: eri_tristanto@bca.co.id
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