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Fed’s Inaction and Subdued Inflation Gave Green Light
to Indonesia Central Bank to Ease Further
•

Bank of Indonesia cut the 7-day repo rate to 5.0% amid subdued inflation rate and Fed’s inaction. The new
benchmark interest rate was cut by 25bps to 5.0% yesterday by the central bank. This was first time the
bank cut the 7-day repo rate and it as was fifth time of easing (including the old policy rate) this year. Recall
that the Bank of Indonesia was rather aggressive earlier this year, cutting as much as 100bps within the
January to July period. Headline inflation was at the lowest level since 2009 in July with consumer prices were
only 2.7% higher than the year earlier.

•

The central bank maintained its economic growth forecast at 4.9% - 5.3% while hinted 3Q expansion was
rather robust, supported by largely strong private consumption. Indonesia’s GDP grew 5.2% in 2Q16, higher
than the 4.9% recorded in the first quarter of this year.

•

The central bank of Indonesia has hinted for further easing in the future hence we believe there would be at
least one more rate cut this year.

Bank of Indonesia cut the 7-day repo rate to 5.0% amid subdued inflation rate and Fed’s inaction.
The new benchmark interest rate was cut by 25bps to 5.0% yesterday by the central bank. This was first time the
bank cut the 7-day repo rate and it as was fifth time of easing (including the old policy rate) this year. Recall that
the Bank of Indonesia was rather aggressive earlier this year, cutting as much as 100bps within the January to
July period. Headline inflation was at the lowest level since 2009 in July with consumer prices were only 2.7%
higher than the year earlier.
The central bank maintained its economic growth forecast at 4.9% - 5.3% while hinted 3Q expansion
was rather robust, supported by largely strong private consumption. Indonesia’s GDP grew 5.2% in 2Q16, higher
than the 4.9% recorded in the first quarter of this year. Hence, the country has achieved an average of 5.0%
growth in the first half, well within the central bank’s forecast. However, despite the steady economic expansion,
this was still lower than the long-term average economic growth (10-year trend) which stood at 5.8%.
Loan growth grew at the weakest pace since 2009, expanding only 7.7% in July. Loan growth was
recorded at 7.7% in July, down from 8.9% rise in June. This was the slowest pace of loan growth since November
2009 amidst contraction of loans to the mining and transport sectors. Loan to the mining sector formed a rather
significant amount to the total outstanding loan at 17.4% but shrunk 15.4% year-on-year in July. Loan to the
transport segment was back in the red in July, shrinking by 0.2%yoy. This proved the rebound in June was
probably supported by rush buying due to Eid festive month.
The central bank of Indonesia has hinted for further easing in the future hence we believe there would
be at least one more rate cut this year. The Fed’s inaction and inflation was at the lowest level since December
2009 have given rooms to the central bank to conduct more accommodative monetary policy. Plus, it would be
the better options as well in the face of tighter fiscal condition. The budget deficit to GDP ratio reached 2.5% last
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year and the Indonesian president Jokowi has called for a curb in government spending to curb the budget
deficit.
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Chart 3: Real GDP YoY Trends Up

Chart 4: Loan Growth at The Slowest Pace YoY (%)
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Chart 5: Infrastructure Investments YoY

Chart 6: Indonesia Budget Deficit to GDP Ratio
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DISCLOSURES AND DISCLAIMER

This report has been prepared by MIDF AMANAH INVESTMENT BANK BERHAD (23878-X). It is
for distribution only under such circumstances as may be permitted by applicable law.
Readers should be fully aware that this report is for information purposes only. The opinions
contained in this report are based on information obtained or derived from sources that we
believe are reliable. MIDF AMANAH INVESTMENT BANK BERHAD makes no representation or
warranty, expressed or implied, as to the accuracy, completeness or reliability of the information
contained therein and it should not be relied upon as such.
This report is not, and should not be construed as, an offer to buy or sell any securities or other
financial instruments. The analysis contained herein is based on numerous assumptions.
Different assumptions could result in materially different results. All opinions and estimates are
subject to change without notice. The research analysts will initiate, update and cease coverage
solely at the discretion of MIDF AMANAH INVESTMENT BANK BERHAD.
The directors, employees and representatives of MIDF AMANAH INVESTMENT BANK BERHAD
may have interest in any of the securities mentioned and may benefit from the information
herein. Members of the MIDF Group and their affiliates may provide services to any company
and affiliates of such companies whose securities are mentioned herein This document may not
be reproduced, distributed or published in any form or for any purpose.
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