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Executive Summary

= Indonesia’s FX reserves declined by USD 4.9 Bn to USD 139.3 Bn by the end of May-23, due
to factors including dividend repatriation, global bond repayments, and a possible decline in
trade surplus.

» Rupiah has remained stable, despite uncertainties in the global market, with the debt ceiling
and the threat of renewed Fed hikes in June-July prompting a rise in the Dollar index.

= The Rupiah’s relative strength and the disinflationary effects emanating from China is raising
the chance that BI could cut rates later in the year, probably ahead of the Fed. Nonetheless,
we believe this to be a lower-priority move compared to fiscal stimulus or even reducing the

reserve reaillirement.

e Indonesia’s FX reserves declined by USD 4.9 Bn to USD 139.3 Bn by the end of May-23, which
represents the largest month-to-month fall since Mar-20. The decline was caused by a perfect
storm of events: dividend repatriation, global bond repayments, and a possible decline in
trade surplus.

e Repatriation is of course a recurrent event following dividend payment around April, but this
year it is a much bigger deal than usual - thanks to the strong inflows and generous payouts
following a sterling year for Indonesian equities. Meanwhile, there were two maturing USD-
denominated bonds in May, both by SOEs (Pertamina, Pelabuhan Indonesia).

e The narrowing of our trade surplus is something that we have anticipated for quite some time
given the decline in commodity prices, but it has not fully materialized yet thanks partly to
higher export volumes following China’s reopening. However, this volumetric increase is likely
to be short-lived considering China’s weakening demand, and a surplus of only USD 2-3 Bn
on average (versus 4.4 Bn in the past 16 months) is a more probable outcome for the next
few months.

e Yet amid these disruptions, the Rupiah had stayed firm (+0.14% MoM). This is even more
remarkable given the state of the global market in May, with debt ceiling and the threat of
renewed Fed hikes in June-July prompting a rise in the Dollar index.

e Is this stability, then, a product of successful intervention by BI — which would also explain
the sharp decline in reserves — or a broader market confidence towards Indonesia? We are
leaning towards the latter explanation, given the continued narrowing of the non-deliverable
forward (NDF) spread and CDS premium. Foreign capital also continued to record net inflows
for both bonds (USD 41.5 Mn) and equities (USD 310.6 Mn).

e The big drop in FX reserves, then, is not something that should be immediately concerning
unless it continues. Both global bonds maturity and dividend repatriation are seasonal in



nature, while the market indications remain more sanguine. We do, however, reserve some
caution over the current account balance, which is likely to turn into a narrow deficit this year.
The Rupiah’s relative strength and the disinflationary effects emanating from China is raising
the chance that BI could cut rates later in the year, probably ahead of the Fed. Nonetheless,
as mentioned previously, we believe this to be a lower-priority move compared to fiscal
stimulus or even reducing the reserve requirement.



Panel 1. Rupiah continue to remains remarkably stable in May 2023, despite the significant
decline in FX reserves
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Panel 2. Banks' placement at Bl has likely declined due to dividend payouts
and maturing bonds
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Panel 3. Capital inflows continue to rise reflecting growing confidence on the Indonesian economy
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Panel 4. Increased foreign inflow improve domestic FX liquidity
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Panel 5. FX reserves remain adequate to cover potential outflows

— BI FXreserves
B Foreign ownership in equities
B Short-term gov't external debt*
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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$) 3927 4175 3912 4350 4784 5285
Consumer Price Index Inflation (% YoY) 3.1 2.7 1.7 1.9 5.5 34
Bl 7 day Repo Rate (%) 6.00 5.00 3.75 3.50 5.50 5.75
USD/IDR Exchange Rate (end of year)** 14,390 13,866 14,050 14,262 15,568 15,173
Trade Balance (US$ billion) -8.5 -3.2 217 353 545 35.3
Current Account Balance (% GDP) -3.0 2.7 -04 0.3 1.0 -0.7

*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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