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Policy rate hiked today: more to come

Radhika Rao
Economist Bank Indonesia hiked its benchmark rate by 25bps to

5.75% on Thursday, in line with consensus. Bl mentioned

that the rate hike was necessary as current account

deficits persist, given slower export growth and higher

imports. Bl reiterated its GDP forecast at 5.0%-5.4% in

‘ 2018 and 5.1-5.5% in 2019. Inflation continues to be seen
i in 205-4.5% range. Policy guidance remained hawkish.

Masyita Crystallin Bl also announced plans to offer domestic NDFs using the
Economist JISDOR (Jakarta Interbank Spot Dollar Rate), instead of
the offshore NDFs. The intention is to deepen IDR
financial markets, while also providing options for market
participants to park dollars domestically.

Despite pre-emptive policy action, market volatility
remains high, owing to continuous drip of global negative
catalysts for emerging markets, including Indonesia. On

early Thursday, the US Federal Reserve hiked rates for
. o i third time this year and eighth since late 2015, lifting US
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Violet Lee +65 68785281 violetleeyh@dbs.com rates and the dollar. At the same time, Brent crude prices

are holding up near four-year highs. The simmering US-

e Bank Indonesia increased its benchmark rate China trade deadlock and fallout thereof, also remains a

by 25bps to 5.75% today, taking the cumulative
rate hikes this year to 150bps.

pain point for the region. This has kept the currency
under pressure, but the Indonesian rupiah’s attempts to
breach 14900/USD continues to run into strong FX

e Global uncertainty and market volatility would
intervention, keeping year-to-date decline at 8.9%. 10Y

keep the authorities’ feet to the pedal.
S W R G e e ) O el Bond vyields are up a strong 180-200bps in first nine
months of the year. Equity and debt markets recorded a
net outflow of -USD0.6bn and USDO.1bn respectively, in
September. The benchmark equity index, JCI has declined

by more than 7% YTD of which 2.6% was in September.

remains under pressure, and as Fed rate hikes
continue.

e Measures beyond policy rates are encouraging
but their impact on this year’s trade balance
might be small.

Domestically, trade performance continues to

o Gl ey sl W dhints @i underwhelm. August trade deficit stayed wide at -

Bank Indonesia’s challenge to maintain price USD1bn, on the back of weak export volumes. Official

G SO SR Wl P 26 efforts to contain consumption imports, whilst leaving

against the background of rising fuel price and capital goods and oil imports untouched, will have limited

U iiferiect i, W DT W (i impact on the trade balance. Oil and gas trade deficit
widened to USD16.6bn in August 2018 vs USD 0.78bn

same time last year, driven mostly by volumes as

tightening next year.

domestic oil prices were stable.
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Policy measures have been undertaken to contain the
trade imbalance:

First, the B20 regulation (refers to the mandatory use of
biodiesel blended fuels for all vehicles and heavy
machinery). The jury is still out on judging the impact of
the regulation which became effective on Sept 1. The
impact, is likely to be lower than previously estimated at
USD2.3bn due to implementation lag.

Second, the government announced income tax revisions
(PPH 22) on near 1,000 consumption goods, with
imposition of an average 5% increase in tariffs since
September 5. This list amounts to USD5bn worth imports
until August or 4.7% of total imports. Accordingly, the
impact on this year’s imports will be less than USD 0.1bn
or 0.01% of GDP.

Third, measures to lower capital goods import through
postponement of several infrastructure projects, mainly
related to construction and electricity projects (the exact
list has not been announced thus far). This measure will
hit back on growth as construction and electricity sectors
were important drivers of growth this year.

Goods trade balance - breakdown
USDbn

20 ~
15 4

10 4

-10 4
m2017

15 1 W 2018 (until Aug)

Total NonO&G 0&G Qil Gas

Source: CEIC, DBS Group Research

Cumulatively, while these measures are encouraging, the
scale of contraction in imports might disappoint. With
fuel price deregulation still not on the cards, a sustained
corrected in the trade balance and by extension the
current account deficit is unlikely. We retain our estimate
of 2018 CAD at -2.5% of GDP.

Apart from the real sector, several markets-driven
measures have also been introduced in recent weeks.
These included a) introduction of hedging tools, b)
proposal to introduce domestic non-deliverable
forwards, c) seeking exporters to keep half of their
earnings in the country and convert these into rupiah,
and d) considering tax benefits to attract dollar
conversion. Separately, the government has also
emphasised on existing bilateral currency swaps and
foreign reserves buffer as available resources to defend
against any escalation in global volatility.

In all, the government and the central bank have
undertaken cohesive steps to ensure market and rupiah
stability. The rates outlook depends on global
developments and given our assumption that the
markets are underestimating the fallout of the US-China
trade dispute and the US rate hike trajectory. We expect
one more 25bps hike in 4Q18, with more likely next year
if the risk environment remains challenging.
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Sources: Data for all charts and tables are from CEIC, Bloomberg and DBS Group Research (forecasts and transformations).
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The information herein is published by DBS Bank Ltd (the “Company”). It is based on information obtained from sources believed to be reliable, but the Company
does not make any representation or warranty, express or implied, as to its accuracy, completeness, timeliness or correctness for any particular purpose. Opinions
expressed are subject to change without notice. Any recommendation contained herein does not have regard to the specific investment objectives, financial situation
& the particular needs of any specific addressee. The information herein is published for the information of addressees only & is not to be taken in substitution for
the exercise of judgement by addressees, who should obtain separate legal or financial advice. The Company, or any of its related companies or any individuals
connected with the group accepts no liability for any direct, special, indirect, consequential, incidental damages or any other loss or damages of any kind arising from
any use of the information herein (including any error, omission or misstatement herein, negligent or otherwise) or further communication thereof, even if the
Company or any other person has been advised of the possibility thereof. The information herein is not to be construed as an offer or a solicitation of an offer to buy
or sell any securities, futures, options or other financial instruments or to provide any investment advice or services. The Company & its associates, their directors,
officers and/or employees may have positions or other interests in, & may effect transactions in securities mentioned herein & may also perform or seek to perform
broking, investment banking & other banking or financial services for these companies. The information herein is not intended for distribution to, or use by, any
person or entity in any jurisdiction or country where such distribution or use would be contrary to law or regulation. Sources for all charts & tables are CEIC &
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