Indonesia Economic Briefing

What Can Expedite A Shift in Monetary Stance?

| —-—

‘- ® As expected, Bank Indonesia left its key policy rates unchanged at their MPC meeting
Danamon yesterday. Bl 7-Day Reverse Repo rate still stands at 4.25% whilst Deposit (FasBl) and Lending
Facility at 3.50% and 5.00%, consecutively. The stance of monetary policy remained neutral
with risk cautions spread through-out its statement, which was release soon after the
announcement. We have yet to see a significant change of tone from the central bank and
think that they may remain on the sideline so long as stability is intact.

Wisnu Wardana ® The sell-off in capital market and currency depreciation that started since end of January and

Economist lasted till mid-March were contained at the cost of USD 6bn depletion in FX reserve.
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Specifically in the IDR bond market, we note that a concentration of investor base is building

up. US investors have continued to gradually cut down their holdings, while the Europeans

were on the buying side. It make sense since the US is at a cycle of drawing funds inward while

Euro area is approaching the end of its easing cycle. However, it also means that any move the

European Central Bank makes in 2H18 would have greater impact to the bond market.
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® A more positive note from the real sector is wrapped in Bl’s statement that 1Q18 economic
growth (due to be released in May 7th) is higher than 1Q17. According to their now-casting
projection, policymakers expect 1Q18 GDP to grow by 5.1% yoy vs BDMN'’s forecast of 5.2%
yoy. Driver of growth is seen from fixed investment from both infrastructure and mining
sectors, while private consumption is paving way for a gradual recovery. We have mentioned
in the past that the caveat lies on how much oil and food prices may put a dent in purchasing
Please see the important disclaimer and power. Judging from the response of policymakers by curbing potential inflation from both
information on the back of this report. commodities, we think the impact should be minimal this year.

® Getting back to monetary policy, we are on the view that the central bank may only utilize
interest rate as a back-stop plan if the following condition arises simultaneously: 1) inflation
pushed above the targeted range of 4.5% with core inflation trailing close, 2) the Rupiah
breaks outside Bl’s target range of 10% volatility -YTD 2018 is at 7%-, and 3) FX reserve
depleting close to its highest threshold, which by our calculation is USD 76bn. These
fundamental thresholds may differ from market psychological threshold that usually denotes
in rounded big figures. As such, a breach in each one of these variables could have the
potential to expedite the others. For now, we maintained our unchanged projection of interest
rate through-out this year.
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Indonesia: Selected Economic Indicators

National Accounts

Real GDP (% y-o0-y)

Domestic demand ex. inventory (% y-o-y)
Real Consumption: Private (% y-o-y)

Real Gross Fixed Capital Formation (% y-o-y)
GDP (USD bn) — nominal

GDP per capita (USD) — nominal

Open Unemployment Rate (%)

External Sector

Exports (% y-o-y, BoP Basis)

Imports (% y-o-y, BoP Basis)

Trade balance (USD bn, BoP Basis)
Current account (% of GDP)

Central government debt (% of GDP)

International Reserves —IRFCL (USD bn)
Reserve Cover (Months of imports & ext. debt)
Currency/USS (Year-end)

Currency/USS (Average)

Other

Bl policy rate (% year end)

Bl 7-Day Reverse Repo rate (% year end)
Consumer prices (% year end)

Fiscal balance (% of GDP; FY)

S&P's Rating — FCY

Source: CEIC, E = Danamon Estimates, *) Up to August 2016
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this report.
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