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Bank Indonesia hikes by 25bps

Friday, September 28, 2018
Highlights

e Bank Indonesia (BI) raised rates by 25bps just as the Fed also hiked rates
by 25bps earlier.

e Bl also announced that it will allow lenders to offer non-deliverable rupiah
forward contracts that can be settled in local currency.

e At this point, it appears that EM pressures may persist for a while.

e Going forward, we expect Bl to raise rates by at least 25bps in Dec 2018.

The central bank hiked rates by 25bps just as the Fed also hiked rates by 25bps
earlier. This brings the benchmark rate up to 5.75% and cumulatively, that is an increase
of 150bps so far this year. The central bank mentioned that this was in line with the effort
to reduce the current account deficit. Bl also noted that going forward, it will continue to
undertake measures to stabilize the exchange rate in accordance with its fundamental
values and to maintain the functioning of the market mechanisms. As expected, Bl
appears to be fully focused on IDR stability. Market reaction was generally quite muted as
the IDR and 10 Year Govt Bond Generic Bid Yield changed little although the JCI did see
a bit of increase.

Bl also announced that it will allow lenders to offer non-deliverable rupiah forward
contracts that can be settled in local currency. The contracts will be called the
domestic non-deliverable forward (DNDF). They will be settled based on Bank Indonesia’s
spot dollar rate, known as the JISDOR. At the moment, full details on the DNDF is still
pending. According to Nanang Hendarsah, executive director for monetary management
at BI, the Indonesia Foreign Exchange Market Committee is drafting the framework for
this at the moment and it may become operational in the coming weeks.

At this point, it looks like EM pressures may persist for a while. This pressure has
been going on amid the US interest rate normalization and the Sino-US trade tensions.
Fed dot plots indicate potential for at least three rate hikes next year whilst the US —
China trade spat may be long drawn out. Indonesia’s economic fundamentals though
appear much stronger compared to the Asian financial crisis period of 1997 — 1998 (see
table 1) where the IDR had hit levels as high as 16,650 against the USD. Regardless,
Indonesia has run a persistent current account deficit since 2012 and foreign investors
may be focusing on this now.
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Going forward, we expect Bl to further hike rates another time in December 2018 by
at least 25bps. The central bank would probably want to ensure that they keep up with
the fed increases with the next Fed hike of 25bps likely to come in December 2018. The
government at the same time may continue to roll out other measures in their attempt to
ensure the stability of the IDR. However, these measures may take a while to have an
effect as they are gradually implemented and the local economy adapts to them.

Chart 1: Bank Indonesia Benchmark Rate, %
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Source: OCBC staff calculations based on CEIC data

Table 1: Key economic indicators of Indonesia in 1996 and 2017

Real GDP growth (% yoy) 7.8 5.1
CPl inflation (% yoy) 8.0 3.8
Current account balance (% of -3.4 -1.7
GDP)

International reserves, USDbn 19 130
International reserves, % of GDP 8.4 12.8
Import cover of FX reserves (no. of 5.3 10.0
months imports)

External debt outstanding (% of 56.4 34.8
GDP)

General government debt, % of 30.8 28.9
GDP

Debt service ratio® (%) 13.7 4.2

Credit to private non-financial 63.1 39.4
sector? (% of GDP)

Policy interest rate® (%) 12.75 4.25

Source: OCBC staff calculations based on CEIC and Bloomberg data
Note: 1. This refers to private non-financial sector and data is sourced from BIS.
2. Data sourced from BIS
3. The policy rate was changed to the Bl 7-Day (Reverse) Repo Rate, effective from 19" August 2016.

Prior to that, the policy rate was the 1 Month Bank Indonesia Certificates Auction Rate.
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in
whole or in part to any other person without our prior written consent. This publication should not be construed as an
offer or solicitation for the subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on
the economy, stock market, bond market and economic trends of the markets provided is not necessarily indicative of the
future or likely performance of the securities/instruments. Whilst the information contained herein has been compiled
from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in
this publication is not untrue or misleading at the time of publication, we cannot guarantee and we make no
representation as to its accuracy or completeness, and you should not act on it without first independently verifying its
contents. The securities/instruments mentioned in this publication may not be suitable for investment by all investors. Any
opinion or estimate contained in this report is subject to change without notice. We have not given any consideration to
and we have not made any investigation of the investment objectives, financial situation or particular needs of the
recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is
accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on
such information or opinion or estimate. This publication may cover a wide range of topics and is not intended to be a
comprehensive study or to provide any recommendation or advice on personal investing or financial planning.
Accordingly, they should not be relied on or treated as a substitute for specific advice concerning individual situations.
Please seek advice from a financial adviser regarding the suitability of any investment product taking into account your
specific investment objectives, financial situation or particular needs before you make a commitment to purchase the
investment product. OCBC Bank, its related companies, their respective directors and/or employees (collectively
“Related Persons”) may or might have in the future interests in the investment products or the issuers mentioned herein.
Such interests include effecting transactions in such investment products, and providing broking, investment banking and
other financial services to such issuers. OCBC Bank and its Related Persons may also be related to, and receive fees
from, providers of such investment products.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share,
communicate, distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any information
contained herein (such report, part thereof and information, “Relevant Materials”) to any person or entity (including,
without limitation, any overseas office, affiliate, parent entity, subsidiary entity or related entity) (any such person or
entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, you agree not to share,
communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the
Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments
Regulation (600/2014) (“MiFIR”) (together referred to as “MIFID II”), or any part thereof, as implemented in any
jurisdiction. No member of the OCBC Group shall be liable or responsible for the compliance by you or any Relevant
Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID Il, as implemented in any
jurisdiction).
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