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Indonesia Economic Briefing

Low inflation, trade balance slides back to deficit

Beta)  (Fey | (Cows) M Deotd
Headline CPI (% chg y-0-y) 7.75 8.06 7.94 8.22 8.08
Headline CPI (% chg m-0-m) 0.26 0.55 0.50 1.07 0.45
Headline CPI (% chg y-t-d) 1.33 1.62 na 1.07 8.08
Core CPI (% chg y-0-y) 4.60 4.65 457 453 na

Source: Bloomberg, BPS, CEIC, *Danamon Estimates

Unexpectedly low inflation

Headline inflation rose by 0.26%mom in February, below our expectation at
0.55%mtm and the market consensus at 0.5%. It then brought the year on year
inflation rate to decrease significantly to 7.75%, compared to 8.22% in the previous
month, due to a high base effect, i.e. 0.70%mom inflation in Feb-13.

The low inflation was driven by the relatively lower food (raw and processed)
inflation. Surprisingly, the impact of the bad weather and the flood disaster was
significantly lower than our expectation. Raw food and processed food inflation
contributed only around 0.04%mom and 0.08%mom each, which is considerably
low compared to its usual pattern. Some of the raw food prices even recorded a
significant decline, i.e. red chili and onion gave the highest deflation contribution
each around -0.10%mom.

Meanwhile, the monthly core inflation was at 0.05%mom that turned out to be
significantly lower than the previous month (0.50%mom). On a yoy basis, it led to a
slightly higher core inflation rate at 4.60% vs. 4.57% in the previous month,
due to a low base effect. This higher core inflation was caused by a slight rise in
the gold jewelry, despite the strengthening of the Rupiah.

Jan-14 Jan-14* Jan-14*

(Actual)  (Forecast) | (Cons.) Dec-13 | Nov-13
Export Growth (% y-0-y) -5.8 2.6 2.8 10.3 -24
Import Growth (% y-0-y) -3.5 -3.1 -0.9 -0.8 -10.6
Trade Balance (US$bn) -0.43 0.81 0.42 1.52 0.78

Source: Bloomberg, BPS, CEIC, *Danamon Estimates, **Revised

Trade Balance slides back to deficit

January’s trade balance recorded a deficit after registering three consecutive
months of surplus (the statistics office data). Exports declined quite notably at -
5.8%yoy, faster than the pace of decline in imports at -3.8%yoy, thus resulting in a
moderate trade deficit of USD0.43bn.

Decline in exports was quite sharp, as the front-running of the raw mineral
exports was already declining. The miners has mostly emptied the inventory in
December. The raw mineral partial exports ban has shown its impact (Ores, slag
and ashes recorded the biggest decline at -70%mom). However the exports
performance was also exacerbated by the declining global commodity prices as
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China’s economy remained sluggish. Declines were seen mostly in the main
exports commodities i.e. mineral fuels (-17.1%mom), CPO (-13.8%mom), and
rubber (-3.6%mom). The slump in the CPO exports was also affected by rising
domestic demand for biodiesel production as the government trying to push the use
of biodiesel fuel.

Exports of crude oil was significantly lower at USD497mn, well below its
monthly average (at around USD850mn). We also spot a large decline in the
crude oil exports volume as oil price remained stable. This has been a concern as
oil lifting remained stalled due to its aging wells and the lack of new investment. Oil
lifting may not reached its target this year (870tbpd as stated in the state budget
2014). The government may revised the target to around 800-830 thousand barrel
per day.

Imports continued to scale down to -3.5%yoy, driven mostly by lower imports
of oil and gas. Biggest drop was seen in the consumption goods imports (-
16.3%mom) while the raw material imports is still relatively milder at -4.6%mom.
Imports of capital goods on the other hand, showed a rise (by 8.3%mom),
particularly in the machineries and electrical appliances.

Market & Policy Implications

We do not think Bl will change the policy rate for now, as in general, most
economic variables are still on track. Tight money policy will be maintained, as with
the recent global environment the central bank could not afford to lower interest
rate. We see the inflation remained on track, thus we maintained the year-end
forecast at 4.94%, though still with an upside risk of a possible increase in the
electricity tariff hike for the industry. Nonetheless, we think the pressure would still
be contained and probably would not exceed the central bank’s target of 3.5-5.5%.

We remained cautious on the trade balance side. The overall trend is improving, as
we don’t think the raw mineral exports partial ban would bring a large impact. Bl is
optimistic that the CA deficit in the first quarter this year could reach below 2% of
GDP. Even so, we are still watching on the oil and gas balance, particularly as oil
lifting depressed further and subsidized fuel consumption remained high.

As the commodity prices remained volatile, we should see whether the manufacture
goods exports could be more resilient to minimize the pressure on exports. Thus
we maintain our forecast of the CA deficit to reach 2.9% of GDP by year-end.
Therefore we are still cautious on the rupiah, as it could still be volatile in the next
2-3 months, though we assume positive result in the election could bring the rupiah
to strengthen to around Rp11,058/USD by year-end.
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Chart 1. Indonesia CPI Inflation
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Chart 2. Indonesia Foreign Trade
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Indonesia: Selected Economic Indicators

2010 2011 2012 2013 | 2014E | 2015E
National Accounts
Real GDP (% y-0-y) 6.2 6.5 6.3 5.8 5.7 6.2
Domestic demand ex. inventory (% y-0-y) 53 57 6.1 5.1 55 57
Real Consumption: Private (% y-o0-y) 47 47 53 53 ) 5.4
Real Gross Fixed Capital Formation (% y-0-y) 85 8.8 9.7 47 4.0 6.8
GDP (US$bn) — nominal 710 845 879 871 925 1,086
GDP per capita (US$) — nominal 2086 = 3500 = 3596 = 3490 = 3640 = 4215
Open Unemployment Rate (%) 71 6.6 6.1 6.3 6.1 6.1
External Sector
Exports, fob (% y-o-y, US$ bn) 32.1 27.0 6.1 2.6 4.2 6.0
Imports, fob (% y-o-y, US$ bn) 43.7 30.3 8.4 14 35 42
Trade balance (US$ bn) 30.6 34.8 8.6 6.1 33 6.8
Current account (% of GDP) 0.7 0.2 27 33 29 24
Central government debt (% of GDP) 26.1 246 23.1 220 2192 299
International Reserves —IRFCL (US$ bn) 062 1101 112.8 094 100.0 103.5
Reserve Cover (Months of imports & ext. debt) 71 6.3 6.1 5.4 56 58
Currency/US$ (Year-end) 8,991 | 0068 = 9670 | 12189 = 11,058 10,754
Currency/USS$ (Average) 9,085 = 8779 = 9380 | 10428 = 11,605 10,770
Other
Bl policy rate (% year end) 6.50 6.00 575 7.50 7.75 8.00
Consumer prices (% year end) 6.96 379 430 8.38 4.94 461
Fiscal balance (% of GDP; FY) 073 | 114 | 477 | 224 | -1.80 | -2.00
S&P's Rating - FCY BB BB+ BB+ BB+ BB+ BB+

Source: CEIC, *Danamon Estimates
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ANALYST CERTIFICATION

We hereby certify that all of the views expressed in this research report accurately reflect our personal views about any and all of the subject issuer(s)
or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or
views in this report.

DISCLAIMER

The information contained in this report has been taken from sources which we deem reliable. However, none of P.T. Bank Danamon Indonesia, 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. We expressly disclaim any
responsibility or liability (express or implied) of P.T. Bank Danamon Indonesia, Tbk. its affiliated companies and their respective employees and
agents whatsoever and howsoever arising (including, without limitation for any claims, proceedings, action , suits, losses, expenses, damages or
costs) which may be brought against or suffered by any person as a result of acting in reliance upon the whole or any part of the contents of this
report and neither P.T. Bank Danamon Indonesia, Tbk. its affiliated companies or their respective employees or agents accepts liability for any errors,
omissions or mis-statements, negligent or otherwise, in the report and any liability in respect of the report or any inaccuracy therein or omission there
from which might otherwise arise is hereby expressly disclaimed. The information contained in this report is not be taken as any recommendation
made by P.T. Bank Danamon Indonesia, Tbk. or any other person to enter into any agreement with regard to any investment mentioned in this
document. This report is prepared for general circulation. It does not have regards to the specific person who may receive this report. In considering
any investments you should make your own independent assessment and seek your own professional financial and legal advice.



