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Executive Summary

= BI FX reserves stabilized at USD 137.7 Bn, after falling for two straight months due to seasonal
repatriation and debt repayment outflows.

= Recent increase in longer-dated UST yields present renewed risk for the IDR, but so far private
bond outflows have been offset by equity inflows and bond purchase by official agencies.

» The Q2 GDP surprise was partly fueled by robust investment growth, which contrasts with
limited domestic liquidity amid falling commodity prices.

= The liquidity issue remains manageable for Rupiah, but the likely return of current account
deficit implies a smaller margin of error with respect to FX liquidity.

» The new export receipts regulations by BI should help stabilize FX liquidity over the long-run,
but concerted enforcement would be needed.

e Bank Indonesia’s FX reserves finally stabilized at USD 137.7 Bn (+0.1% MoM) in July, after
falling for two straight months. This comports with our belief at the time that the decline was

temporary, caused by seasonal repatriation outflows and external debt repayment by the
public sector. However, this by no means mark an end to the pressures on the IDR - and as
such, we see little reason for BI to shift towards looser policy in the coming months.

e Two sets of risks are becoming more apparent in recent weeks, although both remains
manageable. One is the turmoil in the global bond markets, as heady hopes of disinflation
and Fed pivot were overtaken by recent events. The increase in oil and grain prices, combined
with a slew of bad news hitting the US Treasuries - YCC relaxation by the Bol, rating
downgrade by Fitch, increased issuance of longer-dated notes and bonds - have pushed the
10Y UST above 4% for the first time since 2008.

e We dealt with this issue in a recent report, where we noted that this could be a start of a

structural repricing as the market takes stock of more entrenched inflation. But this is far
from spelling doom for Indonesia. Indeed, despite worsening real interest rate differentials
(RIRD) vs. the US, the IDR has kept a slim gain (2.9%) year-to-date against the USD.

e Since early 2021, USD/IDR movements (see Chart 3) have actually decoupled from RIRD -
in stark contrast to their previous tight correlation — which would suggest limited spillover in
the short-term. Furthermore, the ensuing outflow by private investors from Indonesian bonds
have been offset by an influx of official investors (central banks or reserve managers) looking
to diversify their bond holdings, as well as solid inflows into equities spurred by rebounding
commodities.


https://www.bca.co.id/-/media/Feature/Report/File/S8/Laporan-Riset-Ekonomi/2023/07/fx-reserves-narrowing-buffers-but-rupiahs-stability-endures-7-jul-2023.pdf
https://www.bca.co.id/-/media/Feature/Report/File/S8/Laporan-Riset-Ekonomi/2023/06/cadev-badai-yang-akan-berlalu-09-juni-2023.pdf
https://www.bca.co.id/-/media/Feature/Report/File/S8/Laporan-Riset-Ekonomi/2023/06/cadev-badai-yang-akan-berlalu-09-juni-2023.pdf
https://www.bca.co.id/-/media/Feature/Report/File/S8/Laporan-Riset-Ekonomi/2023/08/tfp-w33-2023-ust-downgrade-and-the-scent-of-structural-bond-re-pricing-7-aug.pdf

The second problem is a good problem to have: Indonesia’s still-solid investment growth
(4.6% YoY in Q2-23) might be limited by the lack of domestic savings. Our analysis of listed
companies’ financial data, as well as the transaction patterns of our corporate clients,
indicates that corporate spending (including CAPEX) have been growing faster than their
revenues over the last quarter.

Some of the starkest examples of this phenomenon are in the primary sectors, which still
sees strong investment appetite despite falling commodity prices. This is, in a way, a ‘vote of
confidence’ that the price decline is but a blip en route to a commodity supercycle - and it
might not even be an issue insofar as the companies have saved up their earnings from last
year’s boom.

However, not everyone is in as enviable a situation. The overall corporate sector (as per BI
data in May) have been drawing down their savings YTD, and liquidity issues may be coming
to the forefront in certain areas such as manufacturing and construction (subcontractors for
public/SOE projects). Meanwhile, private individuals and SMEs have turned into net borrowers
since the economy began to turn around in late 2021. As such, it would take a dose of liquidity
injection to continue Indonesia’s remarkable run of GDP growth.

For IDR liquidity, this is an eminently manageable issue, as the liquidity could readily come
from fiscal spending or reserve requirement ratio (RRR) cut, or simply more lending from
banks which still sit on a good amount of cash assets (IDR 500 - 600 Tn). For FX, however,
the margin of error is rather thinner. We expect the current account to record a slight deficit
in Q2 (about 0.5% of GDP), and this will probably continue as the commodity terms of trade
grows less favorable for Indonesia.

This is where efforts to retain export receipts (devisa hasil ekspor/DHE) at home, as detailed
in the latest BI regulations (PBI 7/2023) become important — not so much to shore up the
Rupiah in the short-term, but to ensure sustained financing for investment in the long-term.
The provision that these retained FX deposits could be forcibly converted to IDR in case of
monetary emergency may nonetheless be a sticking point for exporters, and concerted efforts
by the authorities will be needed to enforce these rules.


https://www.bca.co.id/-/media/Feature/Report/File/S8/Laporan-Riset-Ekonomi/2023/08/20230801-tfp-w32-2023-a-preliminary-update-on-corporate-indonesia-31-jul-2023.pdf
https://www.bca.co.id/-/media/Feature/Report/File/S8/Laporan-Riset-Ekonomi/2023/08/20230801-tfp-w32-2023-a-preliminary-update-on-corporate-indonesia-31-jul-2023.pdf

Panel 1. FX reserves are stabilizing, but the pressure on emerging currencies
have remained significant
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Chart 1. FX liquidity at banks have been stable,
but export receipts (DHE)-linked instrument has been merely a minor contributor
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Chart 2. Indonesian bonds and equities have maintained their attractiveness
to foreign investors despite global market volatility
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Panel 2. The balance between FX supply and demand remains favorable for Rupiah
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Panel 3. FX reserve coverage has fallen slightly, partly also due to recent inflows
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Chart 3. IDR/USD has been much less dependent on ID-US real rate differentials
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AData for January 2022
*Data from earlier period

**For changes in currency: Black indicates appreciation against USD, Red otherwise

***Eor PMI, >50 indicates economic expansion, <50 otherwise
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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)**

Trade Balance (US$ billion)
Current Account Balance (% GDP)

*Estimated number

** Estimation of Rupiah’s fundamental exchange rate

2018 2019 2020

5.2 5.0 -2.1
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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: firman tember@bca.co.id
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