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Executive Summary

*» Indonesia’s trade surplus increased to USD 5.09 Bn in June 2022, as exports (21.30% MoM/
40.68% YoY) grew at a faster pace than imports (12.87% MoM/21.98% YoY).

= While recession fears have triggered declines in the prices of CPO, copper, and rubber
(some of Indonesia’s export mainstays), rising demand (and prices) for coal could partially
offset the current commodity crash.

= With all these in mind, we expect that BI would still need to raise interest rates by 75 -
175 bps in H2-22 to help increase domestic FX liquidity and maintain IDR stability.

e Indonesia’s trade surplus increased sharply to USD 5.09 Bn in June 2022, as exports (21.30%
MoM/ 40.68% YoY) grew at a faster pace than imports (12.87% MoM/21.98% YoY). This
surplus was far larger than what most analysts had anticipated (with the consensus coming
in at USD 3.48 Bn), but the surge in exports was not entirely surprising to us given that the
government had lifted its blanket CPO export ban at the end of May. Indeed, CPO exports
jumped by over 300% MoM in June despite falling CPO prices.

e The CPO boost masked an underlying trend whereby both exports and imports are slowing
down (we should remember that the May numbers were artificially depressed by Lebaran
holidays, and therefore MoM growth rates of 21% and 13% in nominal terms are relative
disappointments). The slowdown in imports is particularly marked, as imports had already
grown 14.2% more expensive (per May) on account of global inflation.

e The slowdown in imports appear to be broad-based, but imports for consumer goods have
been affected much more than capital goods and raw materials (Chart 1). The bifurcation
between the growth of consumer goods and capital goods imports indicates a potential
inflection point in our growth story. Where growth in the last three quarters (Q4-21 to Q2-
22) has been driven largely by consumer spending, in the near-term it will increasingly rely
on business spending.

e This shift is entirely explicable if we look at the sectoral balances (savings-investment gap) of
the two sectors. Businesses are still very much in the positive zone, whereas households seem
to have already turned negative (Chart 2) as consumption recovered. This lack of savings
suggests that consumers have little wiggle room left to withstand rising prices, and fiscal



stimuli (energy subsidies and social spending) may not be able to spur consumption but simply
hold it in place.

Indonesia’s slowing exports and imports, of course, are symptoms of a broader slowdown in
the global economy. Fears of recession has already triggered sharp declines in the prices of
CPO, copper, and rubber, which are among our export mainstays. The one thing that works
in Indonesia’s favor, however, is the rising prices of coal, especially vis-a-vis gas. While China
- the largest buyer of Indonesian coal - is facing a potential slowdown due to zero-Covid and,
lately, trouble from its mortgage industry, this could be offset by Europe’s growing appetite
for coal as Russia stops its gas flows. As such, the impact of the commodity crash is negative,
but far from disastrous - perhaps going from an average trade surplus of USD 4.1 Bn in H1-
22 to about 2.5 - 3.0 Bn in H2-22.

Unfortunately, this trade surplus has not proven
sufficient to prevent IDR depreciation. Part of the

“Rising coal prices have

reason, as we delineated in our last report of FX
reserves, is that a significant amount of our export been driven by Europe’s
receipts may be retained abroad instead of repatriated [EReLCAVLTeRe[TUET TR {TLE]
back home. Furthermore, one factor that dissuades as Russia stops its gas
exporters from placing their funds in local banks is the flows.”

low interest on domestic FX deposits, in contrast to

many foreign banks which are offering higher rates in
line with recent Fed hikes.

US CPI data, coming surprisingly hot at 9.1% YoY, would only lead to more pressure as the
market clamors for 75 or even 100 bps hike in the upcoming FOMC meeting. Central banks in
multiple countries, including Canada, Singapore, and the Philippines have recently decided
not to fight the Fed and tighten their policies accordingly. The stage is thus set for a
momentous board of governor meeting for Bank Indonesia (BI), on July 20th-21st.

BI has already begun its gradual tightening of IDR liquidity by raising the reserve requirement
rate (RRR) on IDR liquidity, up to 9% in September. The potential moves now are two-fold.
First, BI could raise the 7-Day Repo Rate (BI7DRR) by 25-50 bps, sending a signal that it
stands committed to IDR stability while still supporting growth. Second, the LPS (deposit
insurance) should raise its benchmark rate - i.e. the maximum interest rate that is still
covered - on FX deposits according to global trends, in order to conserve FX liquidity at home.

All in all, we maintain our view that Indonesia is well-placed to withstand the global storm,
thanks to its size, its trade/current account buffers, and also its relative self-sufficiency with
regards to food and fuel. This means that BI does not have to tighten policies as aggressively
as other central banks; a total of 75 - 175 bps in H2-22 should suffice to strike a balance
between growth and stability.



Chart 1. The divergence between imports of consumer goods and capital goods
indicates the growing importance of business spending in our growth story
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Chart 2. Individuals’ lack of savings suggests that
consumers have little wiggle room left to withstand rising prices
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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
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: ahmad rizki@bca.co.id
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