OCBC TREASURY RESEARCH @ OCBC Bank

Regional Snapshot
22 September 2022

Hurried Half

Wellian Wiranto Bank Indonesia raised rates by 50bps on hawkish Fed and inflation threat

+65 6530 6818 « Indonesia’s central bank opted to hike its rates by 50bps today from 3.75%
WellianWiranto@ocbc.com to 4.25%, compared to the broader market expectation, including ours, for a
more traditional 25bps move.

« The decision is a tell-tale sign of how the global monetary policy landscape
has hardened. Against the spectre of the higher-for-longer Fed rates, it can
no longer be assured that a slow and gingerly approach to its own monetary
policy normalization can anchor exchange rate stability like before.

« On top of that, there is also the effect of fuel price hike to consider, with Bl
essentially saying that we'll have to wait until H2 2023 for any chance of
inflation normalizing. Today’s bigger-than-usual move heralds further rate
hikes in the coming months and we might not see Bl resting easy until rates
hit 5%, to give it the necessary buffer by the end of this year.

Fifty to the Fight

The notion that Bank Indonesia would raise rates further today, after the
inaugural 25bps hike in August, was more or less a given the uptick in
domestic price pressures after the government’s decision to rationalize fuel
subsidies.

However, we had thought that the same gingerly pace of 25bps move would
be par for the course today, in line with the broader market consensus,
given that the central bank had only recently shed its dovish mantle.

Hence, BI’s decision to raise by 50bps stood out.

The backdrop of the FOMC meeting overnight — which portrayed an overall
sense that the Fed funds rate will not only go up further but stay there for
longer — appears to have changed the game. The fact that USDIDR broke
above 15,000 level this morning on broader dollar strength would have
featured prominently in the decision-making process of the central bank too.
After all, even as there are active discussions to broaden its mandate, Bl’s
core KPI remains that of exchange rate stability.

Apart from the global considerations, domestic reality continues to bite, as
well. It is telling, for instance, that Bl has shifted up its forecast for the core
inflation to 4.6% yoy by year-end, compared to 4.15% before. This signals a
broadening of price pressures in the economy, as the effect from the fuel
price hike continues to percolate through the system. Moreover, the core
print is not expected to come down to below 4% until the second half of
next year.

Taken together, the 50bps move today thus can be seen as Bl’s attempt to
lay the anchor on both the external and internal fronts, to stabilize both the
currency and inflation.
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It is helpful that Bl remains comfortable enough with the domestic growth
momentum to act more forcefully, as well. Indeed, in the press conference,
the governor noted that Q3 growth might come in at around 5.5% vyoy,
stronger than the 5.44% outturn in Q2 (which was itself a sizable upside
surprise). It helps too that the banking sector liquidity remains ample
enough to support continued recovery in loans growth, which posted a gain
of 10.62% yoy in August.

Overall, the fact that it has moved relatively aggressively today suggests that
Bl is far from done with its rate hike cycle. Instead of waiting until early next
year, it is likely to quicken the process and continue hiking for the rest of the
year. Hence, we see Bl hiking the policy rate by an aggregate of 75bps more
in the remaining months of 2022, to end the year at 5.0%.

Our baseline is for Bl to smooth out the hiking process by delivering 25bps
hike in each of the 3 remaining meetings of the year. However, we will keep
an eye on exchange rate volatility and cannot rule out another occasion of
50bps move.
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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 11”), 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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