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Bl holds and rolls out accommodative measures

Thursday, April 25, 2019

Highlights

e The central bank held the benchmark rate at 6.00% and appeared positive
on the domestic economy in the last quarter.

e Bl also recognized that financial market uncertainties have receded, but
they remain wary of the global economic situation.

e Bl announced several accommodative measures that they said would be
aimed at boosting domestic demand.

e These measures may also help the liquidity situation whilst supporting
longer — term IDR stability.

e There remain potential upcoming risks related to the IDR such as the
possible outflow of tax amnesty funds and/or the monthly trade data not
turning a surplus.

e Hence, we stick to our view that Bl may only cut the benchmark rate by
50bps in 4Q 2019 as they may want to observe first if any of these risks may
materialize.

Bl held rates at 6.00% following today’s policy meeting and refrained from any
dovish hints. Instead the central bank was focused on announcing a slew of
accommodative measures (see table 1) that focused on deepening the financial markets
and easing the liquidity situation. The central bank sees that these measures as
helping to boost domestic demand. These measures could also help strengthen
longer term IDR stability.

The central bank appeared rather optimistic of the domestic economy in the last
guarter but remained wary of the global economic situation. They also recognized
that financial market uncertainties have receded. Bl sees that 1Q 2019 GDP growth
could come out at 5.2% yoy and see that the 1Q 2019 balance of payments would be
positive. Hence there is no immediate need for a rate cut, but Bl is likely to remain vigilant
of the economic situation in the next couple of months.

The central bank also recognized that the currency has been supported by inflows.
Indeed, interest in Indonesia has been strong for this year and hence provided
some form of stability for the IDR as it remains fairly sticky in the low 14,000s
against the USD. Yield seeking investors have been attracted by the country’s high bond
yields (see chart 1) relative to peers especially as the external pressures on the country
recedes (particularly with the Fed turning dovish this year). The equity market also initially
rallied at the start of this year before range trading ahead of the election. It looks like
political uncertainty has abated somewhat as quick count results show Jokowi may have
achieved a fairly comfortable margin of victory of around 10% over his opponent Prabowo.
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A large margin of victory by Jokowi also makes it harder for Prabowo to undertake a
material challenge of the results.

However, there remain some risks to monitor ahead. These include the potential
outflow of the earlier repatriated funds from the tax amnesty program, the question
if the monthly trade surplus is able to sustain, and the slower-than-expected global
growth leading to weaker appetite for emerging market (EM) assets. The first phase
of the tax amnesty program had ended around September 2016 and the lock — up period
reportedly is three years, which would mean that the risk related to an outflow of the funds
would come in the second half of 2019. The outflow probability would depend on whether
Indonesian assets can still remain attractive in the second half of 2019 vis-a-vis its peers,
the availability of investment instruments and government policies to encourage the funds
to stay within the country. Indonesia has reported two months of a trade surplus but
exports have been affected by the global trade slowdown and weak commodity prices,
and there is a risk that the import declines would slow as the country enters the festive
period when the demand for consumable items such as fuel may rise. Bl also expects the
current account deficit to be at 2.5% of GDP for 2019. In terms of the global growth
situation, there may be limited signs of green shoots at the moment but whilst data
continues to point an expected slowdown, the recession risk has also declined. In the
short—term, one risk is that of broad USD strength.

Overall, we stick to our view that Bl may only cut the benchmark rate by 50bps in
4Q 2019 as they monitor economic developments and risks in coming months and
the impact of the newly announced measures.
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Table 1:

No

Measures unveiled by Bank Indonesia

Measure
Increase the availability of liquidity and support financial market deepening
through strengthening monetary operations strategy.

Improve the efficiency of retail payments through the expansion of the Bank
Indonesia National Clearing System (SKNBI), namely through additional time
and acceleration of settlement, increase in nominal value of transactions, and
reduction in tariffs.

Increasing the supply of Domestic Non-Deliverable Forward (DNDF), in
particular by simplifying the regulations concerning underlying transaction.

Implementing market operator regulation in the money market and foreign
exchange market.

Develop the market for Commercial Securities (SBK) as an alternative short-
term funding source for corporations.

Drive the expansion of electronification of non-cash social assistance, village
funds, transportation sector, and fiscal operations.

Source: Bank Indonesia

Chart 2:

30/01/2013

Source:

10 Year Real Rates of Indonesia against Regional Peers, %

Philippines ——Singapore emmmls

CEIC, Bloomberg and OCBC
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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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