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e Bank Indonesia kept its benchmark rate at
5.75% in yesterday’s policy meeting, in line
with expectations.

o While the rupiah, equity, and bond markets
have continued to be under pressure since the
last policy meeting, the mildly improved
September trade balance has provided some
breathing space for BI.

e Since a full-blown fuel price adjustment is
unlikely before the election next year, we think
inflation will remain benign so long as food
price stability is intact, especially rice.

e Bl’s pause is likely to be temporary; we see the
central bank saving ammunition as further Fed
rate hikes loom.

Bank Indonesia paused yesterday, on the back of some
currency stability and better trade data. In the press
conference, Bl’s deputy governor reemphasized that as
inflation remains low, current account deficit is a more
important factor for the central bank’s consideration. We
still think that Bl is likely to raise one more time this year
depending on 3Q trade data (which will be published
before the next meeting and Fed rate decision).
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There is more to Rupiah depreciation than a
strengthening US dollar. Since the last policy meeting on
September 27" to October 23, Rupiah has depreciated
more (by 1.8%) than DXY has strengthened (by only
0.5%), despite the positive developments in both fiscal
and trade deficit. Rupiah has depreciated more during
the same period than its twin-deficit counterparts in Asia,
Indian Rupee (depreciated by 1.3%) and Philippines Peso
(appreciated by 0.8%), since the last policy meeting.

Rupiah and liquidity pressures have eased somewhat.
Narrowing gap between the 1-month NDF and spot rate
indicates less pressure to Rupiah. In the domestic side,
the transaction-based overnight benchmark rate
(Indonia) has eased to 5.6% from a peak 5.8% earlier this
month, also indicating less tight liquidity.
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Fundamental is intact, yet financial market jittery
persists. The pressure to capital flows has somewhat
eased in 3Q18 compares to 2Q18. However, this month,
both still recorded outflows. The Jakarta stock index has
dipped further by 8% on the year to IDR5800 loosing
almost the full year gain as the level returned to its level
in mid-Sep 17. Higher US rates have impacted bond
markets, 10Y hike by 195bps this year. As a result of BI
interventions in both FX and bond markets, reserve fell
by another USD3.1bn in September, to USD114.8bn as BI
maintain presence in both FX and bond markets.
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In terms of real interest rate, Indonesia (and India) are
among the highest in emerging Asia pool. However, for
Indonesia, as inflation will increase next year, rates need
to increase further to maintain competitiveness.
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Near future risk: inflation

Inflation has been kept low by stable food prices and
keeping fuel price fixed. September inflation remained
low at 2.9% YoY the lowest since Aug 2016 as two major
movers of inflation, i.e., food and transportation, have
continued to soften in the past two months. If oil price
stays at the current level (or higher), we believe that
domestic fuel price will eventually need to be adjusted,
at least after the general election. How this will unravel -
both timing and level of adjustment - creates additional
uncertainty to the 2019 inflation outlook.

Another risk to inflation relates to the higher production
cost which has not been transmitted to higher consumer
price due to weak demand. In the last two years, the
increase of production cost, as indicated by higher
wholesale prices, could not be passed on to consumers.
One of the cause of this incomplete passthrough was
weak domestic demand, as softening commodity price
lowers real income.

CPl and WPI
% YoY

CPI

|\ |

4] T T T T T
Jun-17 S2p-17 Dec-17 Mar-18 Jun-18 Sep-18

Source: Bloomberg, DBS Group Research

Corporate Indonesia has likely taken the hit with profit
margins. If the currency and BOP pressures continue, we
think that at some point, one of these two adjustments
will take place: first, pass part of the cost to consumer
hence higher CPI or second, cost cutting which might
include corporate downsizing. We think the former
seemed to be more likely at this point. Both options will
impact negatively on real income either through higher
CPI or lower nominal income.
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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 &
Bloomberg unless otherwise specified. DBS Bank Ltd., 12 Marina Blvd, Marina Bay Financial Center Tower 3, Singapore 018982. Tel: 65-6878-8888. Company
Registration No. 196800306E.
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