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Battling the slowdown

Bank Indonesia remains firm on its accommodative stance, with another
25bps rate cut to 4.75%. In our view, this move will continue to cement the
Central Banks’s rapid pre-emptive response, especially with the recent
inexorable impact from the worldwide coronavirus outbreak which has
further restrained global growth. The outbreak will affect the domestic
economy, especially the forex reserves, net exports, and investment, which
will lead to sub 5% economic growth in 1Q20. Thereafter, economic growth
is expected to recover, while the Omnibus Law would drive stronger
investment flows.

Staying firm with pre-emptive measures. We are of the view that Bank
Indonesia’s (Bl) rate decisions this year will mainly pivot on manageable
domestic inflation as well as the need to propel economic growth momentum.
As such, Bl’s decision to cut its 7-day Reverse Repo Rate by 25 bps to 4.75%
truly reflects its prompt and pre-emptive response toward subdued global
economic growth recovery in 2020 due to the coronavirus outbreak, the stable
inflation rate, and external stability. Bl also emphasized that policy rate
decisions will be made independently from other countries’ central banks,
including the Fed’s high probability of rate cuts in 2H, a view that we share.
We expect another rate cut to materialise in 2020.

Bl believes that the coronavirus outbreak will have an inexorable effect on
Chinese economic slowdown in 1Q20, which will ultimately reduce the global
economic growth projection from 3.1% to 3% this year. While assuming the
coronavirus outbreak has a transient impact, Bl expects to see a v-shaped
rebound in global economic growth in 2021 of 3.4% from previously 3.2%.
Hence, Bl also revises down Indonesia’s economic growth projection this year
from 5.1%-5.5% to 5-5.4%. Accordingly, credit growth will be lower from 10-
12% to 9-11% in 2020 before picking up in 2021 by 10-12%.

Inexorable coronavirus impact on growth. According to BI, there will be a
notable impact from the coronavirus outbreak on Indonesia’s economy this
year: 1) There will be a severe impact for airline routes for 2 months and
overseas tourists for 6 months. This may drag down the forex reserves from
tourism by about USD1.3bn. 2) Exports and import activities will be down by
around USDO.3bn and USDO0.7bn, respectively, due to disruptions to logistics
activities. 3) There will be subdued investment from China of USD0.4bn. As
such, to maintain IDR and financial market stability, Bl is purchasing more
sovereign bonds from the secondary market as a tool to inject more liquidity
into the system. As of 19 February 2020, Bl has purchased IDR61.5tn of SBN,
of which IDR59tn were from the secondary market, significantly higher
compared to pre the coronavirus outbreak of only IDR22tn All in all, Bl expects
to see below 5% growth in 1Q20 (~4.9%), picking up to above 5% in the
following quarters. Effective front-loading policies will be essential to prevent
far below 5% growth in 1Q20. In addition, Bl also sees positive impacts from
the Omnibus law on employment, small-medium enterprises, and investment,
which will help to bring about v-shaped growth after 1Q20.

Coherent monetary and fiscal policy is imperative. By maintaining its
accommodative stance, economic growth recovery remains as one of Bl's
objectives. We believe its fiscal stance also reflects the same goal, as seen in
recent deficit expansion as counter-cyclical policies. These coherent policies
would pave the way for greater currency and economic recovery, which would
be imperative for investor confidence to return.
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Exhibit 1. Balance of Payments (USDbn)
2017 2018 2019
Items
@ [ a2 | a3 [ a4 at | a2 | a3 | as a1 @2 | a3 | as
Current Account -23 -4.8 -4.3 -5.8 5.7 -8.0 -8.6 9.1 -7.0 -8.4 -7.6 -8.1
A. Goods 5.6 4.8 5.3 3.1 2.3 0.3 -0.5 2.6 11 0.2 13 0.3
B. Services -1.2 2.2 2.2 2.2 -16 -1.8 -2.0 -1.6 -18 -2.0 23 2.1
C. Primary Income -7.8 -8.6 -8.4 -7.8 -7.9 -8.2 -7.9 -7.0 -8.1 -8.7 -8.4 -8.3
D. Secondary Income 1.0 1.1 1.0 1.2] 1.4 1.6 1.8 2.0 19 2.1 1.8 2.0
I1. Capital Account 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
11l Financial Account 71 5.8 10.4 6.9 2.4 4.0 3.9 15.7 10.1 7.1 7.6 12.4
- Assets 3.7 7.2 25 -2.0 -4.5 -13 -7.6 -3.0 -4.8 -2.5 2.7 -0.2
- Liabilities 10.9 13.1 12.9 8.8 6.9 5.3 11.5 18.7 14.9 9.6 10.4 12.6
1. Direct Investment 2.8 4.8 6.8 4.9 2.9 25 46 2.0 5.2 5.4 4.8 3.4
2. Portfolio Investment 6.6 8.1 4.1 2.0 -1.2 0.1 -0.1 10.4 5.4 45 4.8 7.0
a. Assets -1.0 -0.2 0.7 -14 1.4 -13 -15 -1.0 0.1 0.0 0.0 0.4
b. Liabilities 7.6 8.3 4.7 3.3 03 1.3 14 11.5 5.3 45 4.9 6.6
3. Financial Derivatives -0.1 0.0 0.0 0.0 0.1 0.0 0.1 -0.2 0.1 0.0 0.1 0.2
4. Other Investment 2.1 7.1 -0.4 0.0 0.6 15 -0.7 3.5 -0.6 -2.8 2.1 2.1
a. Assets -2.5 -7.3 -1.1 -0.1 -2.6 0.8 -4.1 -0.4 -4.5 -1.0 -2.4 0.5
b. Liabilities 0.4 0.1 0.7 0.2 3.1 0.7 3.4 3.9 3.9 -1.8 0.3 1.6
IV. Total (I+11+11) 4.8 1.0 6.1 1.1 33 -4.0 -4.7 6.5 3.1 -1.4 0.0 43
VI. Net Error and Omissions -0.3 -0.3 -0.7 -0.1 -0.6 -0.3 0.3 -1.1 -0.7 -0.6 0.0 0.0
VI. Overall Balance (IV+V) 45 0.7 5.4 1.0 3.9 -4.3 -4.4 5.4 2.4 -2.0 0.0 43
VII. Reserves and Related Items -4.5 -0.7 -5.4 -1.0 39 43 4.4 -5.4 -24 2.0 0.0 -4.3
- Reserves Assets Position 121.8 123.0 129.4 130.2 126.0 119.8 114.8 120.7 124.5 123.8 124.3 129.2
In Months of Imports & Official Debt Repayment 8.6 8.6 8.6 8.3 7.7 6.9 6.3 6.5 6.8 6.8 6.9 7.3
- Current Account (%GDP) -1.0 -1.9 -1.7 -2.3 -2.2 -3.0 -3.3 -3.6 -2.6 -3.0 -2.7 -2.8
Source: Bank Indonesia
Exhibit 2. Front-loading strategy from Bank Indonesia
% IDRtn
8.5
320
8.0
300
7.5
280
7.0
260
6.5
6.0 240
5.5 220
5.0 200
Jan-19  Feb-19 Mar-19 Apr-19 May-19 Jun-19 Jul-19  Aug-19 Sep-19 Oct-19 Nov-19 Dec-19 Jan-20 Feb-20
Gross govt bond - Bank Indonesia (RHS) e====10-yr Govt Bond Yield === 3-yr Govt Bond Yield e====5-yr Govt Bond Yield
Source: Ministry of Finance
www.danareksa.com See important disclosure at the back of this report 2



Danareksa

Sekuritas
Exhibit 3. GDP growth by Expenditure YoY(%)
2012 | 2013 | 2014 | 2015 | 2016 | 2017 2018 2019
a1 Q2 Q3 Q4 Q1 Q2 a3 Q4
Household Consumption 5.49 5.43 5.15 498 5.01 495 4095 514 5.01 5.08 5.02 517 501 497
Consumption of NPISHs 6.68 8.18 1219 0.62 6.64 6.91 8.09 877 8.54 1079 16.95 1527 7.44 3.53
Government Expenditure 453 6.75 116 531 0.14 214 273 5.26 5.28 4.56 521 8.23 0.98 0.48
Gross Fixed Capital Formation 9.13 5.01 4.45 501 447 6.15 7.95 5.87 6.96 6.01 5.03 5.01 421 4.06
Export 161 417 107 -2.12 -1.57 9.09 617 770 752 433 1.86 181 0.02 0.39
Less: Import 8.00 1.86 212 -6.25 -2.45 B.06 1275 1517 14.06 7.10 7.36 6.73 -B.61 -8.05
GDP 6.03 5.56 5.01 4.88 5.03 5.07 5.06 5.27 5.17 5.18 5.07 5.05 5.02 4.97
Source: The Indonesian Central Bureau of Statistics
Exhibit 4. GDP growth by Sector YoY(%)
2012 | 2013 | 2014 | 2015 | 2016 | 2017 2018 2019
a1 Q2 Q3 Q4 a1 Q2 a3 Q4
Forestry and fishery 459 4.20 424 3.75 337 387 3.34 472 3.66 3.87 1.83 533 312 426
Mining a0z 2.53 0.43 0.85 0.66 1.06 265 267 225 232 -0.71 234 0.54
Manufacturing 562 437 464 433 426 429 480 3.88 435 425 3.86 3.54 414 3.66
Electricity and Water 10.06 523 580 0.50 539 154 3N 756 558 546 412 220 375 B6.01
Water treatment and recycle 334 332 524 7.07 3.60 450 3.65 3.94 6.20 7.92 8.95 8.35 485 41
Construction 6.56 g.11 697 6.36 5.22 6.80 7.35 573 579 5.58 591 5.69 585 579
Trade 5.40 481 5.18 254 403 4.46 459 5.22 5.28 435 5.28 483 443 424
Transportation and storage 711 6.97 7.36 6.71 7.45 8.49 856 2870 5.65 .34 5.25 578 666 7.55
Accomodation, Food and Beverage 664 6.80 ETT 4 5T 539 517 5.60 =R 5.95 5.87 552 E4 8.41
Information and communication 1228 10.38 1012 9.70 8.88 9.63 7.76 511 8.14 7T 9.09 9.60 924 9.71
Financial services 9.54 8.76 4588 8.58 8.93 547 423 3.06 3.14 527 7.3 455 615 8.45
Real Estate 741 6.54 £.00 41 469 366 319 3.07 3.82 424 5.43 574 597 5.85
Services 744 .51 5.81 7.69 7.36 044 8.04 8.89 B.67 0.94 10.36 9.54 1022 10.48
Governance, defense and =social security 213 2.56 238 463 3.20 2.06 5.79 7.20 793 713 §.45 8.82 1.87 2.068
Education 822 744 547 733 384 370 4384 5.04 6.60 497 558 6.29 7.81 546
Social and heatthcare 787 7.96 7.96 6.69 516 6.84 6.06 7.07 7.54 7.80 857 9.09 919 7.82
Other Services 576 §.40 8.93 8.08 8.01 873 8.43 9.22 9.19 9.08 9.99 10.73 1072 10.78
GDP 6.03 5.56 501 4.38 5.03 507 5.06 5.27 517 5.18 5.07 5.05 5.02 4.97
Source: The Indonesian Central Bureau of Statistics
Exhibit 5. Consumption and Investment growth (YoY%)
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DISCLAIMER
The information contained in this report has been taken from sources which we deem reliable. However, none of P.T. Danareksa Sekuritas and/or its affiliated companies and/or
their respective employees and/or agents makes any representation orwarranty (express or implied) or accepts any responsibility or liability as to, orinrelation to, the accuracy or
completeness of the information and opinions contained in this report or as to any information contained in this report or any other such information or opinions remaining
unchanged after the issue thereof.
We expressly disclaim any responsibility or liability (express orimplied) of P.T. Danareksa Sekuritas, its affiliated companies and their respective employees and agents whatsoever
and howsoever arising (including, without limitation for any claims, proceedings, action, suits, losses, expenses, damages or costs) which may be brought against or suffered by
any person as a results of acting in reliance upon the whole or any part of the contents of this report and neither P.T. Danareksa Sekuritas, its affiliated companies artheir respective
employees or agents accepts liability for any errors, emissions or mis-statements, negligent or otherwise, in the report and any liability in respect of the repert or any inaccuracy
therein or omission therefrom which might otherwise arise is hereby exprasses disclaimed.
The information contained in this report is not be taken as any recommendation made by P.T. Danareksa Sekuritas or any other person to enter into any agreement with regard to
any investment mentioned in this document. This report is prepared for general circulation. It does not have regards to the specific person who may receive this report. In
considering any investments you should make your own independent assessment and seek your own professional financial and legal advice.

www.danareksa.com See important disclosure at the back of this report 4



