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The Data Says No

Wellian Wiranto Bank Indonesia refrains from rate cuts on growth optimism

+65 6530 6818 « Downside risks have been fermenting enough, we thought, that Bank
WellianWiranto@ocbc.com Indonesia would reach for another rate cut today. As it turns out, Bl remains
sanguine on growth outlook enough to hold rate at 3.75% once more.

« Bl’'s outlook is predicated on recent data — talking up the recent strength in
trade due to uptick in demand from China and the US, as well as domestic
spending due to faster fiscal disbursement. Such nascent strength may be
subject to some speed bumps soon, however, since local pandemic spread
remains prevalent enough for another extension of restrictions just today.

« We retain the view that further easing is coming, although the timing will
now be pushed back to Q2 on account of Bl’s optimistic view. Thus far, BI
appears to signal that the space for cuts is still there since, by its own accord,
inflation remains under control and portfolio inflows would still be strong.

No need to ease?

Central banking decision making is a game of balance. One perennial balance
to be had is to gauge how to use existing tools to support growth on one hand
while keeping an eye on inflationary pressure that it might entail. A less
apparent balance is between looking at data that we have on hand, reflecting
how the economy has done in recent times, versus playing a game of
anticipation for what may transpire next.

On that front, it appears that Bl has placed the bulk of its faith on how recent
data prints have improved — offering a signal that the economy was on a good
turn in recent months.

To its point, we have indeed seen strength in trade numbers, for instance,
with both exports and imports recovering strongly in December. Other recent
indicators such as consumer confidence, vehicle sales and manufacturing PMI
prints are also pointing up, not down.
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Still, we are less confidently assured that such strengths can persevere in the
face of a recent uptick in coronavirus cases that have compelled the
authorities to extend social restrictions in Java and Bali for another two weeks
just today. Granted that the impact of such restrictions would be less than
before — if they are indeed even followed and enforced much at all — but on a
relative basis, one would have thought that the downside risks have risen on
balance.

On the surface, from what we can gather from the press conference and the
Bahasa monetary policy statement, such downside risks do not appear to
feature prominently in the thinking at this point.

The statement, for instance, talks about how global economic activities would
continue apace due to Covid -19 vaccination “in many countries” and
continuing fiscal and monetary policy support. Indeed, the paragraph
discussing its global outlook sounds like a roster of good news all around,
pointing out anything from upticks in PMI, consumer confidence and trade
flows readings to downticks in global financial market uncertainties.

This is echoed in the discussion for the domestic economy. While it allows for
how the numbers “are a tad lower than previously anticipated”, the
statement noted strengths in December 2020 indicators including trade, PMI
and consumer confidence prints. Interestingly enough, it added that
vaccination program and discipline in conforming to social restrictions can
hopefully quicken the domestic economic recovery progress.

Overall, the conspicuous absence of discussion of downside risks to such a
constructive outlook does not pave way for a rate cut in the very near term.

Still, if data turns south, Bl might have to pivot — and pivot quickly — to offer
more support.

As it stands, even though the existing roster of data is still supportive, there
are other indicators that may paint a less rosy picture if one bothers to look.
For one, the loans growth remains abysmal despite last year’s 125bps worth
of rate cuts. Credit shrank by a hefty 2.41% yoy in December, perhaps
signalling a lot less confidence, either by consumers and businesses or banks,
or indeed both parties, in how growth would shape out in the near term.

Hence, while Bl might continue to talk up growth prospects (and keep rates
unchanged in tandem with that view), the possibility of growth turning softer
than expected (and compelling it to cut rate) remains real.

It is helpful on that front, then, that Bl’s space to move is there. Inflation, by
its own telling, would remain under control this year. And, portfolio flows,
whose stability is much needed to ensure the absence of overly volatile
Rupiah fluctuations, are expected to remain solid.

Indeed, Bl’s governor, Perry Warjiyo, noted in the press conference that the
central bank sees an uptick in portfolio flows to the tune of USD19.1bn this
year compared to around USD1.1bn of last year. He found it useful to say that,
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over the course of his interactions with major central bankers including the
Fed’s Chair Powell, there remain few signs of asset purchase tapering that
might impede flows to EMs, as well.

Taken altogether, perhaps Bl is trying to achieve the ultimate balance of all.

Even as it talks up growth prospects to help boost confidence — indeed, it has
become a regular feature of the press conference now for the governor to
end by appealing for help in building economic recovery optimism together —
it wants to preserve space to act as well when that assumption/hope does not
play out.
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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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