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Executive Summary

*» Bank Indonesia’s FX reserves stood at USD 132.2 Bn at the end of July 2022, a decrease
of USD 4.2 Bn from the previous month’s figures.

= BI's FX interventions might not be sustainable to stabilize the Rupiah since FX reserves is
arguably more useful as a deterrent rather than an actual resource to be tapped to fight
exchange rate pressures.

= At the same time, domestic liquidity is tightening due to falling commodity prices and
increasing domestic FX demand.

* Since spending FX reserves may not be sustainable over the long-haul, it appears that BI
may still need to pull out the big gun — BI7DRR hike - to prevent further Rupiah depreciation
by the end of the year.

e Bank Indonesia’s FX reserves stood at USD 132.2 Bn at the end of July 2022, a decrease of
USD 4.2 Bn from the previous month’s figures. This decline was driven, as before, by the need
to stabilize the Rupiah amid intensifying capital outflow risks, but unlike before, there was no
global bond issuance in this particular month to offset the FX outflows.

e BI's FX interventions, along with robust coal prices, have been key in stabilizing the Rupiah
amid the generalized weakness in emerging currencies. However, we argue that this is not a
sustainable strategy in the medium term, as FX reserves is arguably more useful as a
deterrent rather than an actual resource to be tapped to fight exchange rate pressures (Chart
1). Indeed, declining FX reserve coverage (in relation to foreign portfolio ownership) is
correlated with Rupiah depreciation in the year ahead.

e Furthermore, FX liquidity at home is clearly becoming tighter, as reflected in the decline of
banks’ placements in BI's FX instruments (Chart 2). On the one hand, part of this decline
serves as a good sign since it shows just how robust domestic demand for imports have been,
both for consumption and investment. But on the flip side, the fall in banks’ placements in Bl
amid high export earnings suggests that exporters are unwilling to repatriate some of their
FX earnings back home due to higher short-term interest rates abroad.

e The decline in banks’ FX placements can also be exacerbated by falling prices for some of
Indonesia’s export mainstays. While part of this decline in earnings could potentially be offset
by the increasing demand for coal from some European countries, Indonesia might not be



able to fully benefit from this opportunity due to the fact that the type of coal it usually exports
to China is different than the higher-calorie coal needed in European power plants. At the
same time, China’s demand for coal might be slowing down amid general economic softening
as well as robust domestic production growth. As such, we expect that Indonesia’s trade
balance would continue to be in surplus, but perhaps not as large as H1-22.

While domestic FX liquidity is weakening, demand for FX have remained strong, if not more
so, in recent months. Indeed, banks experienced double-digit FX loan growth in the first half
of 2022, driven by companies in the mining and manufacturing (smelter) sector, which are
keen to expand their production amid strong prices in H1-22. Another source of FX demand
was Pertamina, which needed liquidity to sustain imports as current oil pricing structure
means that they continue to sell at a loss.

Since spending FX reserves may not be sustainable over the long-haul, it appears that BI may
still need to pull out the big gun - BI7DRR hike - to prevent further Rupiah depreciation by
the end of the year. Granted, the recent rally of stock and bond markets may make such
move feel superfluous in August, as pressure on the Rupiah has softened. But we should be
careful not to let the rally lull us into false complacency, as it by itself could be quite
misleading.

First of all, there is no guarantee that the Fed would slow the pace of tightening if the US
inflation remains high, even if a (shallow) recession were to happen. In recent days, we have
seen several Fed officials talking up the possibility of further hikes, perhaps to cool down
speculations that it would soon pivot its policy. We also note that the yield curve is typically
a predictor of future recession (in 2-3 quarters time), and that the US recession in H1-22
might not be a true recession as domestic demand was still strong, at least in Q1. In other
words, the worst is yet to come, and it may bring further market turbulence with it.

We also note that even with the recent rebound in the bond and equity markets, net inflows
into Indonesia’s bond market remains very limited. The rally, it seems, has not translated into
significantly stronger sentiment towards emerging markets as an asset class, and so the
challenge of potential outflows remain. Furthermore, weaker commodity prices could also
spell trouble for Indonesian equities, especially considering that the commodity boom was a
big driver of foreign equity inflows in the first place.



Chart 1. FX reserves can likely have a deterrent
effect against currency depreciation
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Chart 2. Banks’ placements in Bl’s FX instruments have
declined amid tighter domestic FX liquidity

Banks’ placement at Bl:

== FX Swap

b‘lj ‘\M |
\A‘
10 . l ‘

(0]
Jan-20

(Q1A %) 1ejj0p ay3 1suiese uoierdaidap Adusauin)

Source: Bl




Selected Macroeconomic Indicator
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Indonesia - Economic Indicators Projection

Gross Domestic Product (% YoY)

GDP per Capita (US$)

Consumer Price Index Inflation (% YoY)
Bl 7 day Repo Rate (%)

USD/IDR Exchange Rate (end of year)**
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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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