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MONETARY WATCH: Another 25bps Hike in May
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In an unscheduled meeting on 30 May, BI raised its benchmark 7-Day
RR rate by 25bps to 4.75 percent, with the deposits and lending facility
rates also increased by 25 bps to 4.00 percent and 5.50 percent,
respectively.  This comes after BI hiked the 7-Day RR rate by 25 bps at
the most recent scheduled monthly meeting on 16 – 17 May, meaning
that the benchmark interest rate was raised by a total of 50bps in
May.

The interbank interest rate as proxied by the JIBOR O/N rate remained
in its uptrend. Compared to April when the JIBOR O/N rate averaged
4.05 percent, the JIBOR O/N rate averaged 4.11 percent in May.

In next month’s governors’ meeting, BI is likely to hold the benchmark
rate steady after the two hikes in consecutive meetings in May.
Meanwhile, the expectation of aggressive FFR hike and Fed’s policy
of balance sheet normalization amidst expectations of brighter US
economic performance may continue to create rupiah volatility.
Potential higher trend of US Treasury yield due to wider budget deficit
can also absorb liquidity in global market. Lastly, Trump’s protectionism
and geopolitical risk may add some burden to market stability. Against
this backdrop, BI will closely scrutinize economic indicators to decide
whether further rate hikes are needed in the future.
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DRI Forecast for 2018

7D Reserve R. (%) 4.50 - 4.75

Inflation (%) 3.00 - 3.50

GDP Growth (%) 5.20 - 5.30
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In an unscheduled meeting on 30 May, BI raised
its benchmark 7-Day RR rate by 25bps to 4.75
percent, with the deposits and lending facility
rates also increased by 25 bps to 4.00 percent
and 5.50 percent, respectively.  This comes after
BI hiked the 7-Day RR rate by 25 bps at the
most recent scheduled monthly meeting on 16
– 17 May, meaning that the benchmark interest
rate was raised by a total of 50bps in May.

The 25 bps hike in the 7-Day RR rate was part
of BI’s short term policy to curtail  capital
outflows and defend the embattled rupiah,
which has come under heavy pressure in recent
months in the face of high US treasury yields,
global monetary tightening (especially in the
US), in addition to concerns over a China-US
trade war and several geopolitical risks. BI’s
move - which was pre-emptive, front-loading,
and ahead-of-the-curve – demonstrates its
willingness to take preventive measures prior
to the next Fed meeting in mid-June in which
the FFR is expected to be raised for the second
time this year. Furthermore, BI also continues
to optimize its dual intervention policy in the
foreign exchange and bonds markets to ensure
plenty of liquidity. Besides this additional
meeting, BI will also hold its regular monthly
meeting on June 28.

BI 7-Day RR Rate:  Another 25bps Hike

BI Reference Rates

Source: Bank Indonesia
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The interbank interest rate as proxied by the
JIBOR O/N rate remained in its uptrend.
Compared to April when the JIBOR O/N rate
averaged 4.05 percent, the JIBOR O/N rate
averaged 4.11 percent in May. The volatility
(as shown by the difference between the
highest and lowest levels of the JIBOR O/N
rate) in May, however, was much lower than
in April. The volatility in April - which reached
80 bps - eased to 31 bps in May, albeit still a
relatively high level.

Looking ahead to June, the JIBOR O/N rate
may remain in its uptrend, especially following
BI’s two benchmark rate hikes in May. And
as global volatility remains high, the volatility
of the JIBOR O/N rate is still expected to stay
high, although not as high as in April.

Interbank Interest Rate: Stil l in  an
Increasing Trend

JIBOR O/N Rate

Source: Bloomberg
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On 17 May, the 10-year U.S. Treasury yield
reached a peak of 3.11 percent. Foreign net
selling in stock market continued and reached
around 7 trillion IDR in May, despite being much
less than in either March or April. Even though
the beleaguered rupiah surpassed Rp14,000/
USD i n  ear ly  May,  i t  t hen managed to
appreciate to Rp13,896/USD as of 31 May.

Despite these developments, the Indonesian
economy is quite strong fundamentally. The
current account deficit, for example, narrowed
to USD5.5 billion (2.1% of GDP) in the first
quarter of 2018 compared to a USD6.0 billion
deficit (2.3% of GDP) in the last quarter of
2017. Moreover, inflation was subdued in May
2018 at only 3.21 percent (yoy) – still far below
May 2017’s inflation rate of 4.33 percent.
Currently, inflation is still within the targeted
range set by BI. With inflation likely to remain
benign, BI still has some room to navigate
through the financial market headwinds.

In next month’s governors’ meeting, BI is likely
to hold the benchmark rate steady after the
two hikes in consecutive meetings in May.
Meanwhile, the expectation of aggressive FFR
hike  and Fed’s  po l i c y  of  ba lance  sheet
normalization amidst expectations of brighter
US economic performance may continue to
create rupiah volatility. Potential higher trend
of US Treasury yield due to wider budget deficit
can also absorb liquidity in global market. Lastly,
Trump’s protectionism and geopolitical risk may
add some burden to market stability. Against
thi s backdrop,  B I  w il l  c losely  sc rut in ize
economic indicators to decide whether further
rate hikes are needed in the future.

June BI Governors’ Meeting: The US
Treasury Yield Peaked at 3.11 percent



All rights reserved. No part of this publication may be reproduced, stored in retrieval systems, or transmitted, in any form or by any means,

electronic, mechanical, photocopying, recording, or otherwise, without the prior written permission of Danareksa Research Institute.

DISCLAIMER

The information contained in this report has been taken from sources which we deem rel iable. However, none of Danareksa Research Insti tute and/or its affi liated companies and/

or their respective employees and/or agents makes any representation or warranty (express or implied) or accepts any responsibil ity or l iabi li ty as to, or in relation 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 hereof.We have no responsibil ity to update this report in respect of events and circumstances occurring after the date of this report.We expressly

disclaim any responsibil ity or l iabi li ty (express or implied) of Danareksa Research Institute and/or i ts affil iated companies and/or their respective employees and/or agents

whatsoever and howsoever aris ing (including, without limitation for any claims, proceedings, actions, suits, losses, expenses, damages or costs) which may be brought against or

suffered by any person as a result of acting in reliance upon the whole or any part of the contents of this report and neither Danareksa Research Institute and/or i ts affil iated

companies and/or their respective employees and/or agents accepts liabil ity for any errors, omissions or mis-statements, negligent or otherwise, in this report and any liabil ity

in respect of this report or any inaccuracy herein or omission herefrom which might otherwise arise is hereby expressly disclaimed.Accordingly, none of Danareksa Research

Insti tute and/or its affi liated companies and/or their respective employees and/or agents shall  be liable for any direct, indirect or consequential  loss or damage suffered by any

person as a result of relying on any statement or omission in any information contained in this report.

RESEARCH TEAM

     Damhuri Nasution    Pramayanti Meitisari

                               Head of Economic Research    Analyst
                               damhuri@danareksa.com    pramayanti@danareksa.com

Asti  Suwarni Handri Thiono
Analyst Analyst
asti@danareksa.com handrit@danareksa.com

Darwin Sitorus Martin Jenkins
Economist / Database Officer Editor
darwin@danareksa.com martin@danareksa.com

Natalia Daisyana Wahyuni K. Handayani
Research Assistant Analyst
natalia@danareksa.com wahyuni.handayani@danareksa.com

Rika Pantjawati
Executive Secretary
rikap@danareksa.com

         Danareksa Research Institute
     Danareksa Building
     J l. Medan Merdeka Selatan 14
     Jakarta, 10110
     INDONESIA
     Tel : (62-21) 29555777 / 888 (hunting)
     Fax : (62 21) 3501709



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


