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Executive Summary

e Global economic growth is expected to be softer as tightening cycle affecting global
demand. Global economic growth is expected to grow around 3.2% in 2022, and
2.7% in 2023.

e Global tightening cycle would continue in 1st half of 2023. Fed signaled that they
would still increase their rates in 2023 until Fed rate reached around 5.00%-5.25%.

e Foreign capital inflow in bond market will support stronger Rupiah in 2023. Global
recession risk usually affects Dollar's demand as investors tend to shift into safe-
haven currencies assets. We expect that Rupiah will move around 15,400-15,600

next year.
e Indonesia’s GDP growth in 2023 is expected to record 4.9% compared to 5.25%

in 2022. The main driver of Indonesia’s GDP would be private consumption while net
exports and investment are expected to grow moderately amidst the global recession
risk.

e Headline inflation in 2023 would likely ease on the back of normalization in

Administered Prices and Volatile Food components. Headline inflation is expected

to reach 3.5% from our estimate of YE22 inflation of 5.5% as supply-side inflation

will likely normalize in 2H-2023.

e Based on the slowing down of revenue growth, followed by slightly weaker
expenditure, we expect that government budget deficit would be around 2.5%-
2.7%.

e Bl is expected to continue to raise policy rate in 2023 albeit at a slower pace. Bl will
likely raise BI7DRR by 50bps in 2023 to 6.00%.

e Sectoral performances continue to grow and all have recovered to the pre-

pandemic level. In 3Q22, 16 of 17 sectors in Indonesia’s economy recorded growth,

with sectors that previously have been negatively impacted by the mobility

restrictions and the Covid-19 pandemic becoming the prominent driver of economic
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growth. In addition, production capacity of economic sectors has returned to the pre-
pandemic level.

e Several leading indicators signaled economic deceleration in 4022. Consumer

indicators, such as Consumer Confidence Index (CCI) and Retail Sales Index (RSI),
in 4Q22 decelerated due to the fuel price increase in September. PMI Manufacturing
also slow down as the domestic and export demand experienced a downturn.

e Going forward, the deceleration of the domestic economy potentially impacts

various economic sectors with different degrees of impact. Highly cyclical

industries, such as Industries that related to mobility and leisure activities, building
investment activities, and industries that trade or produce durable goods could
decelerated more.

e The qglobal economic slowdown also has the potential to slow down

Indonesia's export performance, in line with the growth deceleration of the

leading export destination. Of the 20 biggest export destination for Indonesia's in

2021, 17 are expected to experience lower growth in 2023. These countries hold
61% of the total value of Indonesia's exports in 2021.

e Declining global commodity prices could push down Indonesia's economic

growth. As the relationship between Indonesia's economic growth and the
movement of global commodity prices has increased in the last periods, the
expectation of a global commodity price decline may potentially risk Indonesia's

economic growth.
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Global Macroeconomic

a. Geopolitical Summary in 2022

Russia invaded Ukraine in the beginning of 2022. On the 21st-24th of February, Russian
President Vladimir Putin signs a decree declaring the Luhansk People's Republic and
Donetsk People’s Republic as independent from Ukraine. Despite international
condemnation and sanctions, it begins a full-scale invasion of Ukraine. The charge of
Ukraine has disrupted global trade in many key resources and commodities such as fossil
fuel, cooking oil, food grain, etc. causing an increase in prices for these resources. This
also caused an increase in tensions between Russia and NATO countries as pro-Ukraine
countries have introduced embargos to Russia such as export controls and assets freeze,
and NATO countries sending aid to Ukraine such as weapons, and even many Western
brands pulled out from the Russian market. A high influx of Ukrainian refugees has flooded

Europe, causing the biggest refugee crisis in Europe since the Second World War.
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Picture 1. Progress of Russia-Ukraine War. Sources: Al-Jazeera.
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British Prime Minister resigned. On July the 7th, Boris Johnson had announced his
resignation from Prime Minister of the UK due to Johnson’s controversies in handling the
pandemic and political scandals that severely damaged his reputation as prime minister.
Right before his resignation, on July 6th, the UK saw more ministers resigned than in any
single day in modern history following criticism of the prime minister Boris Johnson's

handling in the recent Chris Pincher scandal.

b. Macroeconomic Environment in 2022

COVID-19 pandemic eased in 2022. In the beginning of 2022, Omicron-variant cases
spread around the world and drove higher cases of COVID-19. The cases increased
significantly all over the world amidst uptrend of vaccination rates. However, compared to
previous mutation cases, such as Delta-variant, the cases seemed to be milder as it did not
lead to high death rates. Lower death rates from Omicron-variant cases were also
supported by relatively high vaccination rates. After Omicron-variant spread cooled down,

COVID-19 cases subsided amidst reopening of many countries all over the world.

Graph 1. Death and Cases of COVID-19. Sources: OurWorldinData
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Graph 2. Global Vaccination Rate. Sources: OurWorldinData

China maintained Zero-COVID policy, triggering slower economic development. Many
countries already lifted their restriction of economic activities and visitor after Omicron-
variant eased, except from China and some other countries. Japan, for example, still limited
foreign tourist until 4Q22 through many requirements. In 4Q22, Japan finally eased the
requirement for foreign tourist. On the other hand, global and Asia vaccination rate was
already high but China still maintained their Zero-Covid policy. Zero-Covid policy made
some cities to implement lockdown Covid cases passed the threshold. As a result of the
policy, China manufacturing sector slowed down. Zero-Covid Policy also affected consumer

spending, reflected by weaker China retail sales during 2022.
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Graph 3. China Economic Condition. Sources: Bloomberg, PermataBank Economic Research

Russia-Ukraine war disrupted global macroeconomy. The war basically disrupts the
production process of countries directly affected by the war, in this case, Ukraine. On the
other hand, as a response to the invasion carried out by Russia, the NATO block countries
issued sanctions against Russia, in terms of investment and trade. As a result, the Russian
economy was also disrupted during the war. Various companies, mainly US and UK
companies withdrew from Russia. Not only that, the world's financial institutions also
blocked the banking payment system in Russia, so that the payment system in Russia was

also disrupted at the start of the invasion.

2022 food crises started from Russia-Ukraine war. Ukraine, as a country whose
production system was disrupted due to the war, is one of the main producers of agriculture
for many countries in Europe. Ukraine is the world's largest producer of sunflower oil, third
largest producer of rye, third largest producer of potatoes, eighth largest producer of wheat.
When there was a supply chain disruption due to the Russian invasion of Ukraine, food

commodity prices increase, which then prompted a global food crisis.

The global food crisis in 2022 was not driven only from the Ukrainian side. The sanctions
imposed by European countries had an impact on the revitalization of the Russian side

through a ban on exports to certain countries, resulting in a decrease in the supply of
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agricultural products. Russia itself is a major producer of wheat, rye, and sunflower oil. Not
only because of war, but various crop failures also contributed to the increase in global food
prices. Several countries even were forced to ban exports as a response to the scarcity of
domestic food products. The increase in these two commodities has passed its peak in

March and April and began to normalize.

LIST OF COUNTRIES WITH BANS ON FOOD EXPORTS

ARGENTINA

AlGiRa

KAZAKHSTAN
KOSOVO

TUSKEY

RUSSA

TUNSR

KU

Table 1. Food Export Ban in Various Countries. Sources: International Food Policy Research Institute

Energy prices remained high in late 2022. Even though food prices declined gradually in
the second half, but energy prices, especially oil, coal, and gas remained high until
currently. Russia is a country with the largest gas reserves in the world, the second largest
coal reserves in the world, and has the eighth largest crude oil reserves in the world. This
was further strengthened by Russia's status as one of the main gas producers in the

European region.

As a retaliation measure for western countries, Russia has withheld exports of crude oil and

coal, causing the prices of these energy commodities to increase. Not only that, Russia,
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through its gas company, is also holding back the flow of gas to Europe, resulting in energy
scarcity in Europe. The average global oil price as of November has increased 19.9%ytd,
gas prices in Europe have increased 41.3%ytd, while coal prices have increased
101.7%jytd.
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Graph 4. Development of Commodity Prices in 2022. Sources: Bloomberg, PermataBank Economic Research

Inflation surged around the world, including developed countries. The food and
energy crisis caused inflation in developed and developing countries increased significantly,
especially in 2Q22 and 3Q22. Monthly inflation in the US in 2022 (as of Nov’22), averaged
0.56%mom, higher than average inflation in 2017, 2018 and 2019, which recorded
0.18%mom, 0.17%mom and 0.20%mom respectively. US annual inflation even increased
to 9.1% oy in June, the highest since 1981, during the global oil crisis. However, in the end

of year, US inflation subsided until reached 7.1%yoy.
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Graph 5. US Inflation. Sources: Bloomberg, PermataBank Economic Research

Not only the US, but the European region is also affected by global commodity prices. The
European region's annual inflation reached 10.6%yoy in October, highest since it was first
recorded in 1997. British inflation was also recorded to have risen to 11.1%yoy in October,

the highest since 1982, for the same reason, global energy
crisis.
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Graph 6. Global Inflation. Sources: Bloomberg, PermataBank Economic Research
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Global central banks responded high inflation with aggressive monetary approach.
Majority of global central banks tried to tame the inflation through aggressive monetary
approach. Among major countries only Turkey, Japan, and China, maintained their dovish
policy. In the beginning of 2022, Fed signaled that they would not be aggressive in
tightening the monetary policy. In 1Q22, Fed only hiked 25bps to 0.50%. However, as
inflation strengthened, Fed started to increase their aggressiveness, and decided to hike
interest rate until 75bps, highest hike rates since 1980. In 2Q22 and 3Q22, Fed hiked rates
by 125bps and 150bps, consecutively. In 4Q22, Fed began to slow the pace of rate hike on
the back of moderating inflation, and hiked 125bps to 4.50%. Overall, Fed increased
425bps during 2022.

Other major central banks, such as ECB and BoE also followed the direction of Fed,
especially since their inflation rate was higher than Fed. However, their policy rate hike was
not as aggressive as Fed, which in turn pushed their currencies weakened against U.S.
Dollar. ECB increased only 250bps to 2.50%, while BoE increased 375bps to 3.50%.
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Manufacturing sector contracted as inflation soared and rate increased. Increasing
inflation, followed by higher interest rates pushed manufacturing sector all around the world
slowed down, even contracted. The impact of both inflation and monetary policy especially
reflected in second half of 2022. Major economic countries, such as US, European region,
China, and Japan recorded contraction phase in 4Q22. Aside from inflation, in China,
weaker manufacturing sector was also caused by Zero-Covid policy in China, which
disrupted main manufacturing city in China. Globally, contraction phase started since
August’22. Contraction in manufacturing sector was already affected global economic

growth rate.

Index PMI Manufacturing

——Euro Zone —US China —Japan ===Global  e===|ndonesia India

AR N R RO AN AN A AN RO A RN S SR AN A AN LN RN A SR A A L
<<Q‘9 @’b‘ \?.Q‘ ®’$\ \\)(\ \\§ v\\% (_JQQ Oé' $04 QQE" \'bQ <<é° @’b’\ ?9&

Graph 8. Global Manufacturing PMI. Sources: Bloomberg, PermataBank Economic Research

Global economic growth slowed, affected by slower manufacturing sector.
Manufacturing sector started to slow down in 3Q22, and affected global economic growth
for some countries. US and Eurozone slowed down in 2Q22 and 3Q22, while China slowed
down in 2Q22, while rebound in 3Q22. The pattern of slower phase of economic growth

coincided with weaker manufacturing sector and high inflation in those countries.

12
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Graph 9. Real GDP in Major Economies. Sources: Bloomberg and PermataBank Economic Research

Countries

World Bank

June 2022
Report

Previous
Forecast
(January

2022)

OECD

November
2022
Report

2022F

Previous
Forecast
(September
2022)

October
2022

IMF

Previous
Forecast

Report (July 2022)

ADB

December

Report

Previous
Forecast

G20 Countries

USA 3.7 1.8 .

China 33
Japan . 1.7

Germany 1.2

India 7.4 7.0 7.0
United Kingdom 4.4 3.4 3.6 3.2

France 2.6 2.6 2.5 2.3

Canada 34

Italy 3.7 3.4 3.2 3.0

Brazil 15 1.4 2.8 25 2.8 1.7

Russia -5.5 -3.4 -6.0

South Korea 2.8 2.6 2.3 2.6 2.6
Australia 4.1 3.8 3.8

Mexico 3.0 . 2.4

Indonesia 5.2* 5.1* 5.3 5.0 5.3 5.3 5.4 5.4
Saudi Arabia 7.0 4.9 9.9 7.6 7.6

Turkey 2.3 2.0 54 5.0 4.0

Argentina 4.5 2.6 4.4 3.6 4.0 4.0

South Africa 2.1 21 L7 L7 23

Table 2. 2022 Global Economic Projection. *WB IEP Dec 2022. Sources: IMF, World Bank, OECD, and ADB
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c. Global Economic Outlook

Global tightening cycle would continue in 15t half of 2023. Fed signaled that they would
still increase their rates in 2023 until Fed rate reached 5.25% according to latest FOMC in
December. Fed also signaled that they considered to increase rates by 25bps in the next
FOMC. Furthermore, Fed stated that they would start to cut interest rates in 2024 to 4.00%.
Different from Fed, ECB predicted that European region inflation would only reach inflation
target of 2%, in 2025. It implying that ECB might continue the hawkish stance longer than
Fed. BoE expected that inflation would be more moderate in 2023, while still comparatively
higher than normal condition. BoE stance reflecting that similar with Fed, where they will
still increase the rates in 2023, but with slower pace. Meanwhile, Japan central bank, BoJ,
will try to start tighten their monetary policy. In recent statement, BoJ signaled that they
would review their loose monetary policy on the back of rising inflation and wage level.

et L L —
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e .
- .09
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Graph 10. Fed Rate Projection. Sources: Federal Reserve
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We expect that Fed might only hike interest rates by 50bps in 2023, in line with potential

downward of US inflation. Downward US inflation was contributed by weaker commaodity

prices followed by softer demand from US consumer.

Global economic growth is expected to be softer as tightening cycle affecting global
demand. Tightening cycle is expected to peak at 2023, as central banks might still increase
their rates in the first half and paused until end of year. Due to the high interest rates,
consumer and investment growth will be much slower globally, especially developed
countries, which implement more aggressive monetary approach. Downtrend of economic
growth have already affected some of countries’ manufacturing sector in this year. Slower
growth of global economic will affect trade volume over the world and overall commodity

prices.

2023F
World Bank OECD IMF ADB

Countries June 2022 E;?ZLC;U; November E(;?:a”coausst October Previous December E;(:\e/g:]si
2022 2022 Forecast 2022
Report (QELIELY

" (September
2022) Report Report (July 2022) Report

G20 Countries
USA

China

Japan
Germany

India

United Kingdom
France

Canada

Italy

Brazil

Russia

South Korea
Australia
Mexico
Indonesia

Saudi Arabia
Turkey
Argentina
South Africa

Table 3. 2023 Economic Projection, *WB IEP Dec 2022. Sources: IMF, World Bank, OECD, and ADB

China growth will increase as China left Zero-Covid Policy. Compared to 2022, we
expect that China economic growth will rise on the back of easing Covid policy from China.
In the December, China’s government ease the Zero-Covid policy, considering weaker
economic growth and protest in China. Economic activities are expected to rise in 2023,
which resulting higher economic growth in China. Furthermore, compared to other major

15
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economies, China’s economic condition is not disrupted by inflation and tightening cycle,
considering inflation remained low in 2022. China’s central bank even eased monetary

policies in 2022.

Europe economic growth remain under pressure as Russia-Ukraine war have not
seen the end yet. European countries have been heavily affected by Russia-Ukraine war,
especially because of inflation and scarcity of goods in the region. Currently, there are no
significant peace talk between them, which implied that war will still become main challenge
to Europe economic growth in 2023. Another risk to the European economic come from

ECB hawkish monetary approach.

Fed’s hawkish stance will push weaker economic growth. Similar with Europe
condition, tightening cycle will lead to weaker economic growth in US. Furthermore,
tightening policy in US is comparatively tighter than other developed countries. As Fed will
cut interest rates in 2023, US economy will be under pressure from high interest rates
policy. Recession risk will also haunt the US economic in 2023, especially after high interest
rates will lead to higher borrowing cost, especially mortgage rates. Many international

institutions predict that US economic growth in 2023 would be only around 0-1%.

Graph 12. US Recession Probability. Source: Bloomberg.
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d. Commodity Prices Outlook

Global commaodity price has been gradually declining in 2H22, in line with the expectation of
global economic deceleration. After reaching its peak in the 1H22, triggered by the Russian-
Ukrainian War, various global commodity prices have declined. As of December 6, 2022,
several commodity prices are reportedly lower than their average price in 2022. Zero covid
policy in China triggered an expectation of declining commodity demand from China,
ultimately giving a negative sentiment to global commodity prices. Moreover, the
expectation of global economic deceleration gives additional negative sentiment to

commodity prices.
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Graph 13. Commodity Price Index (Average 2018=100). Source: World Bank, PermataBank Economic Research

Crude oil UL
Period ' Australian Palm oil Copper i Nickel

Brent o

2019 64 78 601 6,010 18,661 13,914

2020 42 61 752 6,174 17,125 13,787

2021 70 138 1,131 9,317 32,384 18,465

2022 Ytd Average 102 342 1,307 8,863 31,987 25,551

Spot December 6, 2022 79 409 919 8,422 24,814 29,271

Table 4. Yearly Average of Commodity Price. Source: World Bank, PermataBank Economic Research
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In line with global economic growth, which is expected to slow down in 2023, commodity
prices that important for Indonesia are also expected to decline next year. According to the

World Bank's projections, all important commodity prices for Indonesia, such as coal, CPO

and nickel, are expected to be lower than 2022.

Realization Forecast
20221 2023f 2024t
April October April October April October

2019 2020 2021

[Crude oil, Brent $/obl 100.0 100.0| 92.0 92,0/ 80.0| 80.0
[Coal, Australia $/mt 250.0 320.0} 170.0| 2400 154.7 2123
[Palm oil $/mt | 1.4 1650.0/ 1275.0| 1400.0] 10500 137240; 1054 0
[Coffee, Arabica  |$/kg | 29} 5.5 5.9| 5.3 55 5.2 54|
|Coffee, Robusta | $/kg 16! 23 2.4 2.0 21| 20| 21
[Rubber, RSS3 $/kg | 1.6 y 21 1.8| 22| 1.9 22 9
[Aluminum $/mt | 17945 1704 34000, 27000/ 3100.0f 24000, 3000.0| 24340
|Copper $/mt | 60101] 617408 | 10100.0] 8‘/00.0; 9700.0( 73000/ 9000 Of 73610
[Nickel $/mt | 139139 13787.0% | 28000.0| 25000.0| 22000.0| 2i000.0| 21000.0| 207080
|Gold $toz | 139257700 1880.0] 1775.0| 1700.0] 1700.0 1650.0, 1650.0|
Higher than Previous Forecast
Lower than Previous Forecast
XYZ Higher than Last Year
XYZ Lower than Last Year

Table 5. World Bank Price Forecast for Indonesia’s Important Commodities. Source: World Bank, PermataBank Economic Research

Financial Market

a. Global Market

Stronger Dollar weakened all other assets. As Fed started to increase its rates since
March 2022, all other assets tended to weaken, both safe-haven assets and riskier assets.
In 2022, higher rates of Fed drove investors to reallocate their assets into U.S. Dollar, which
in turn triggered capital outflow from developing countries to developed countries. Dollar
Index even reached the highest record since 2002. Dollar Index strengthened by 9.14%ytd
to 104.81 (per 09 Dec’22). In the September and October, Dollar Index even moved around
110-114. Lower Dollar Index in the end of year was caused by signal from Fed that they

would start to
Fed rate aggressive hike also pushed higher U.S. Treasury (UST) yield until reached

around 4%. However, due to less-hawkish signal from Fed by the end of year, UST yield

recorded downtrend, and moved around 3.4%-3.7%.

18

\/
PermataBankﬂf



- permataBani T
Economic Outlook 2023 ermataBank

Majm: 09-Dec-22 Daily Changes WTD MTD YTD
Currencies % Value % Value % Value % Value
DXY 104.81 | 0.03%| 0.04| 0.3%| 0.27| -1.1%| -1.14] 9.6% 9.14
EUR 1.0540 | -0.15% 0.00{ 0.0% 0.00f 1.3% 0.01| -7.3% -0.08
GBP 1.2259 | 0.20% 0.00{ -0.2% 0.00f 1.7% 0.02| -9.4% -0.13
AUD 0.6795 | 0.38% 0.00f 0.1% 0.00f 0.1% 0.00( -6.4% -0.05
NZD 0.6410 | 0.52% 0.00f 0.1% 0.00f 1.8% 0.01| -6.1% -0.04
JPY 136.56 | 0.08% -0.11| -1.6% 2.25 1.1% -1.51| -15.7% 21.48
CHF 0.93 | 0.30% 0.00| 0.3% 0.00| 1.2% -0.01| -2.3% 0.02

Asnan. 09-Dec-22 Daily Changes
Currencies %  Value
INR 82.3| 0.18% -0.15| -1.2% 0.96 -1.0% 0.85| -9.7% 7.94
IDR 15,583.0 | 0.24%| -38.00| -0.99%| 155.00| 1.0%| -149.00| -8.5%| 1330.00
JPY 136.6 | 0.08%| -0.11| -1.6%| 2.25| 1.1%| -1.51|-15.7%| 21.48
KRW 1,301.4 | 1.25%| -16.26| -0.1% 0.97| 1.3%| -16.99| -8.6%| 111.51
MYR 4.4045 | -0.15% 0.01| -0.4% 0.02f 0.9% -0.04| -5.4% 0.24
PHP 55.3900 | 0.46% -0.26| 0.7% -0.42| 2.2% -1.20| -7.9% 4.40
SGD 1.3539 | -0.02% 0.00{ -0.2% 0.00| 0.6% -0.01| -0.4% 0.00
HKD 7.7863 | 0.00% 0.00f 0.0% 0.00f 0.3% -0.02| 0.1% -0.01
THB 34,7550 | -0.10% 0.04f 0.1% -0.03 1.0% -0.36| -4.4% 1.54
TWD 30.6230 | 0.14% -0.04| -0.3% 0.09( 0.6% -0.19| -9.6% 2.95
CNY 6.9584 | 0.13% -0.01| 1.4% -0.10| 1.9% -0.13| -8.7% 0.60
CNH 6.9643 | -0.04% 0.00f 0.8% -0.06] 1.2% -0.08| -8.7% 0.61

Table 6. Global Currencies. Source: Bloomberg, PermataBank Economic Research

10-yr Govt AWTW AMTD AYTD
Country Bond Yield A bps
o (bps)  (bps)  (bps)
(%)

United States 3.58 10 9 -3 207
Euro Zone 1.93 11 8 0 211
Japan 0.26 0 0 0 19
Australia 3.30 -7 -10 -23 163
Korea 3.48 -5 -10 -20 123
Singapore 2.95 -1 -4 -12 129
Thailand 2.64 1 -2 -8 75
Malaysia 4.07 2 5 -4 49
India 7.30 1 8 2 84
Indonesia 6.94 -3 8 0 56

Table 7. Global Bond Yield. Source: Bloomberg, PermataBank Economic Research
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Only energy sector in equity market performed better. During 2022, due to uncertainty
in geopolitical side and high inflation, major sector in global equity market tended to
weaken. Technology sector also performed worse as economic activity started to

normalize, which reduce the demand. However, as commodity prices increased, majority of

energy-related stocks increased on the back of higher business profitability.

STOCK 09-Dec-22 Daily Changes WTD MTD YTD

INDICIES ec % Value % Value % Value % Value
Dow Jones 33,476 -0.9%| (305.0)] -2.8%| (953.4)| -3.2%| (1,113.3)] -7.9%| (2,861.8)
S&P 500 3,934 -0.7% (29.1)]  -3.4%| (137.3)| -3.6%| (145.7)| -17.5%| (831.8)
NASDAQ 11,005 -0.7% (77.4)]  -4.0%| (456.9)| -4.0%| (463.4)| -29.7%| (4,640.4)
Euro Stoxx 3,943 0.5% 21.4 -0.9% (35.3)| -0.6% (22.1)| -8.3%| (355.8)
FTSE 100 7,477 0.1% 4.5 -1.1% (79.6)] -1.3% (96.4) 1.2% 92.1
CAC 40 6,678 0.5% 30.3 -1.0% (64.6)]  -0.9% (60.9)| -6.6%| (475.4)
DAX 14,371 0.7% 106.2 -1.1%| (158.7)]  -0.2% (26.3)|  -9.5%| (1,514.1)
Nikkei 27,901 1.2% 326.6 0.4%| 123.1 -0.2% (68.0)|  -3.1%| (890.7)
Hang Seng 19,901 2.3%|  450.6 6.6%| 1,225.5 7.0%| 1,303.6| -14.9%| (3,496.8)
Sensex 62,182 -0.6%| (389.0)] -1.1%| (686.8)] -1.5%| (918.0) 6.7%| 3,927.9
Straits Times 3,246 0.3% 9.9 -0.4% (13.2)] -1.4% (44.5) 3.9% 122.3
FTSE Malay KLCI 1,477 0.8% 11.3 -0.3% (4.6)] -0.8% (11.6)]  -5.8% (90.3)
SE Thai 1,623 0.2% 2.6 -1.5% (25.3)| -0.7% (12.2)] -2.1% (34.5)
JCI 6,715 | -1.31%| (89.1) -43%| (304.5)| -5.2%| (366.2)] 2.0%| 133.6

Table 8. Stock Performance. Source: Bloomberg, PermataBank Economic Research

U.S. Dollar will weaken on the back of slower rate hike. Based on statement from many
Fed’s officials and policy guidance, Fed would likely to stop increase interest rates in 2023,
especially in the beginning of the year. As a result, U.S. Dollar uptrend would be less-likely
to happen in 2023, which in turn drove stronger global currencies. However, as global
economic would be slower, demand for riskier assets might not increase significantly
despite U.S. Dollar weaken. Global sentiment still in the cautious stance as potential

recession loom in Europe and US.

Slower economic sentiment and faded Fed sentiment boost demand for UST, given that
UST is also safe-haven assets. We expect that UST vield in 2023 would be around 3.0%-
3.5%, lower than current UST yield, around 3.4%-3.7%.
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b. Domestic Market

Indonesia stock market lead the highest return until Nov’22. Compared to other assets,
stock market recorded highest yield until end of November. However, in December, return
of stock market decreased significantly after technological stock fell significantly further.
Meanwhile, corporate bond return increased amidst high uncertainties in government bond
market, followed by better profitability of corporate performance. Different from stock
market, bond market and gold prices reversed loss in Nov'22 after Fed signaled less-
hawkish direction.

Financial Instrument Yield in 2022 (%)
m |BPA Government Bond Index IBPA Corporate Bond Index JCl Index USD/IDR = Gold
12

10.5 10.4
10.1
10 9.4 9.6
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Graph 14. Financial Instrument Yield. Source: Bloomberg, PermataBank Economic Research

Energy sectors lead Indonesia’s stock market to strengthened. JCI rose by 2.03%ytd
(per 12 December’22), driven by energy sectors. Until November, JCI rose by 7.6%ytd, but
downtrend in December erased the return until around 2%. Energy sectors rose by
85.55%ytd during 2022 after commodity prices increased. Higher commodity prices lead to
higher profitability of the companies, especially export-related companies. Thus, it affected
perception toward energy sector companies. On the other side, technology sector loss the
most in 2022 after financial report of startup companies still showed loss in the last 3
guarters. Stock in this sector was also affected by report regarding employee termination

for many startups since middle of 2022.
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Graph 15. JCI by Sector. Source: Bloomberg, PermataBank Economic Research

Capital outflow in bond market recorded deeper than capital outflow during
pandemic. During pandemic, foreign investors recorded outflow until $4.68bn in bond
market. The outflow continued in 2021 on the back of concern regarding Fed’s tightening
policy. In 2022, foreign investors recorded deeper capital outflow compared to 2020 and
2021 as it posted $7.96bn of outflow until November. In contrast, stock market posted
$5.81bn of net inflow in 2022, highest in the last 5 years. It implied that bond market during

tightening cycle was less attractive than other assets.
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Graph 16. Capital Flow in Indonesia Financial Market. Source: Bloomberg, PermataBank Economic Research

Foreign investors decreasing demand became main driver of higher yield of IDR bond,
especially after UST yield increased significantly. Compared to other countries’ bond yield,
IDR bond yield only rose by 56bps (per 9 Dec’22) compared to UST yield, which already
rose by 207bps. Moderate increase of IDR bond yield was also affected by comparatively
weaker inflation during Ukraine-Russia war. During tightening session, shorter bond tended
to increase higher than longer tenor.
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Graph 17. Benchmark Bond Yield. Source: Bloomberg, PermataBank Economic Research

Based on table below, along the year, foreign investors recorded net sell on the back of
Fed’s sentiment, and but gradually reversed the position in the 4Q22. Meanwhile, central

bank tended to reduce their ownership of government bond, especially in second half of
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2022. Other large institution, banking sector still increased their bond ownership despite
credit growth already surged until more than 10%. Banking sector behavior was reflecting
ample liquidity of banking sector amidst tightening policy from BI. Institution recorded
highest net buy in 2022 was insurance and pension fund, which posted $217tn increase.
The bond ownership of this institution leaped into second highest contributor after banking

sector.

T | 31-Dec-21 | 31-Mar-22 | 30-Jun-22 | 30-Sep-22 | 30-Nov-22 | 8-Dec-22 | . [ 0 [ (o

BANK* 1,591 1,691 1,432 1,603 1,791 1,796 5 193 205
Conventional Bank 1,520 1,616 1,355 1,519 1,704 1,708 3 189 188
Islamic Bank 71 75 78 84 87 89 2 5 17

BANK INDONESIA 732 1,013 989 806 811 5

NON-BANK 2,406 2,403 2,510 2,565 2,578 E]

Mutual Fund 158 154 153 156 147 145 () (11) (13)
Insurance and Pension Fund 655 735 773 844 870 872 2 28 217

FOREIGN INVESTORS 891 848 780 730 737 751 14 20
Individual 221 271 282 325 344 344 (0) 19 123
Others 360 397 415 455 467 466 (1) 11 106

4,679 4,829 4,848 5,102 5,162 5,185

Table 9. Bond Ownership. Source: DJPPR, PermataBank Economic Research

Rupiah weakened as Fed’s aggressive sentiment soured global currencies
momentum. Rupiah weakened significantly after Fed shifted into more aggressive
monetary approach in 2Q22. When Russia-Ukraine war was triggered in February,
USD/IDR remain stable as peoples expected that higher coal and CPO prices would
compensate impact of higher oil prices, thus maintain surplus of current account. However,
in the second half, as food prices and energy prices drove higher inflation in developed
countries, especially US. Higher inflation in US pushed Fed to move into more aggressive
monetary approach. In the second half the sentiment was getting stronger, drove Rupiah to
weaken until reached above 15,700 per U.S. Dollar. U.S. Dollar strengthening was
supported by interest rate differential between US and Indonesia was getting narrower, and
in turn make U.S. Dollar more attractive. Before tightening cycle, the differential between
Indonesia rates and US rates were around 325bps. In November, the differential were
100bps. Currently, Rupiah still move around 15,500-15,600 in December amidst
expectation that Fed might start to slow the hike rate pace.
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Graph 18. Interest Rate Differential and Rupiah. Source: Bloomberg, PermataBank Economic Research

Compared to condition in 2020 pandemic, volatility of Rupiah remains manageable, but

increased gradually over the time. Rupiah volatility started to decline slightly in the last 2
months as Fed’s sentiment moderated.
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Graph 19. Rupiah and Volatility. Source: Bloomberg, PermataBank Economic Research

Foreign investor is expected to return. In the last 2 months, despite Fed only signaled
that they would “only” hike interest rates, many foreign investors entered bond market, and

pushed stronger IDR bond yield. It implies that if Fed stop their aggressive monetary

25



- permataBani T
Economic Outlook 2023 ermataBank

approach, foreign investors would return into riskier assets, such as developing countries
government bond. We expect that main driver of bond demand increase in 2023 come from
foreign investors, and in some degree insurance and pension fund and individual. Banking
sector is likely to focus on allocate their liquidity into credit, which slowing down the demand

from them.

On the other hand, government bond supply is likely to similar with 2022 supply as
government planned the similar net securities issuance target amidst lower deficit. It
implying that government bond yield would be affected mainly from demand side as supply
side is similar. We expect that 10-yrs government bond yield would range around 6.5%-
6.9%.

Rupiah gradually strengthened on incoming capital inflow. Capital inflow in bond
market will also support stronger Rupiah in 2023. Furthermore, we also still expect that
current account would remain in surplus area, albeit lower, and contribute to stronger
Rupiah. Despite slowing down the rate hike, we still expect that interest rate differential will
still around 100bps, and as a result will not contribute much to the Rupiah’s potential

upside.

Meanwhile, there are still some of downside risk to Rupiah next year, which mainly related

to global recession risk. Global recession risk usually affects Rupiah’s demand as investors

tend to shift into safe-haven currencies assets. We expect that Rupiah will move around
15,400-15,600 next year.

. 2021 2022
Indicators
Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
JCl 6,581 | 7,071 | 6,912 | 7,041 | 6,950 | 7,050 | 7,125 | 7,210 | 7,300
IDR 10yrs Bond Yield (%) 6.38| 6.564 7.17 7.37 6.87 6.94 6.71 6.73 6.58

US Treasury 10yrs Bond Yield (%) 1.51 2.34| 2.97 3.83 3.65 3.60 3.52 3.49 3.38

Table 10. Financial Market Outlook Source: PermataBank Economic Research
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Domestic Economic Condition

a. GDP Growth

Indonesia’s GDP growth in 2023 is expected to be ranging 4.9% compared to 5.25% in
2022. The main driver of Indonesia’s GDP would be private consumption while net exports
and investment are expected to grow moderately amidst the global recession, particularly
Advanced Economies namely Eurozone, the United Kingdom and the United States. In
terms of structure from the demand side, we think that the condition will remain the same

that the proportion of household consumption will be the biggest one, followed by

investment.
Growth (%) Share to GDP (%)
GDP by Expenditure 201 2022 2021 2022
2 Q1 | @2 | Q3 | o4 2z Q| Q2 | Q3 a0 Q1 | @2 | Q3 | o4 2z Q] @ | @3
Household Consumption 26 | 22 | 60 | 10 | 36 | 20 | 43 | 55 | 54 | 577 | 569 | 551 | 531 | 529 | 544 | 529 | 536 | 515
Non-Profit Institution Consumption 43 | -37 | 40 | 28 | 33 | 16 | 58 | 50 [ 64 | 13 | 12 | 13 | 12 | 12 | 12 | 12 | 12 | 12
Govenment Consumption 19 1 25 | 81 | 06 | 52 | 42 | 69 | 49 | -29 | 93 | 67 | 86 | 91 | M8 | 91 | M8 | 65 | 70
Investment 49 | 02 | 75 | 38 | 45 | 38 | 41 | 31 | 50 | 317 | 320 | 299 | 304 | 31.0 | 308 | 31.0 | 304 | 273
Exports of Goods and Services 17 | 69 | 315 292 | 298 | 240 | 167 | 200 | 216 | 172 | 193 | 205 | 225 | 237 | 216 | 237 | 232 | 4.7
Less Imports of Goods and Services 47| 44 | 318 | 299 | 296 | 233 | 159 | 124 | 230 | 160 | 17.7 | 187 | 183 | 205 | 189 | 205 | 206 | 205
Gross Domestic Product 21 |07 [ 74 ] 35 | 50 | 37 | 50 | 54 | 57 100.0
Table 11. GDP by Expenditure Source: Statistics Indonesia, PermataBank Economic Research
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Graph 20. Indonesia GDP Growth and Components, Statistics Indonesia, PermataBank Economic Research
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Private consumption will likely ease in 2023. The private consumption is estimated to
grow by 4.4%, slower than our forecast in FY22 of 5.1%. There would some factors
affecting moderation in consumption. First, the low base effect leading to stronger
consumption growth in 2022 on the back of improving people mobility will likely dissipate.
Second, the rising headline inflation driven by Volatile Food and Administered Prices
components, will likely lead to lower consumption for middle income people. Third, the
transmission of Bank Indonesia’s policy rate on banking interest rate will likely materialize in
1H-2023 which would impact the consumption behavior. Four, the expectation of
normalization in commodity prices particularly Crude Palm Oil (CPO) and coal will likely

affect consumption in commodity related regions namely Sumatera and Kalimantan.

Growth (%) Share (%)
2021 2022 2021 2022
2019 2020 Q1 Q2 Q3 4 2021 Q1 Q2 Q@3 2019 2020 Q1 Q2 Q3 4 2021 Q1 Q2 Q3
GDP Total 50 -21 -07 71 35 50 37 50 54 57
Household Consumption 50 -26 -22 6.0 1.0 3.6 2.0 43 55 54

Food & Beverages, Other than Restaurant 52 05 -23 42 08 32 14 36 41 26394 412 41.0 415 414 40.7 412 411 41.7 41.7
Apparel, Footwear & Maintenance Services 43 -42 -27 17 -05 12 -01 65 43 4436 36 34 35 35 35 35 34 34 33

Equipments 47 23 13 21 23 31 22 32 33 23 |128 13.3 133 13.2 134 13.1 13.2 13.1 12.7 12.9
Health & Education 66 31 03 10 24 30 17 22 43 10|69 73 74 70 76 73 73 72 68 71
Transportation & Communication 48 -96 -42 105 -02 53 26 7.0 97 129|228 20.2 20.2 20.1 19.6 20.7 20.2 20.6 20.9 21.7
Restaurant & Hotel 6.0 -81 -42 164 24 28 39 42 66 9.1 (101 96 99 98 97 100 98 99 99 10.0
Others 31 07 14 46 15 28 18 26 36 17|45 48 48 48 48 47 48 47 47 46

Table 12. Historical Table of Household Expenditure Growth, Statistics Indonesia, PermataBank Economic Research

Government expenditure will grow positively. Government expenditure in 2023 is
projected to grow positively by around 2.6% amidst fiscal consolidation efforts. With the
pandemic under control, spending allocations that were previously focused on handling the
spread of the Covid-19 virus and stabilizing the economy can be reallocated into spending
that has a higher multiplier effect for the sustainability of economic transformation.

Investment will likely ease moderately. The investment is expected to grow by 4.0% from
our estimation in FY22 of 4.2%. The investment climate in 2023 will likely slightly moderate
on the back of several factors. First, the non-building investment related to machine &
equipment sales will likely ease on the back of normalization in commodity prices during
2H-2023. Meanwhile, the building investment in 2023 will likely improve on the back of
higher government’s capital expenditure on infrastructure. Second, the investor would tend
to be wait and see heading to General Elections (Regional Election, Legislative Election

and Presidential Election) in February 2024. This implies that investment would be
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impacted during 2H-2023 as historical data showed that investment eased one to two
guarters ahead of Election in 2004, 2009, 2014 and 2019.

Growth (%) Share (%)
2021 2022 2021 2022
2019 2020 Q1 Q2 Q3 4 2021 Q1 Q2 Q@3 2019 2020 Q1 Q2 Q3 4 2021 Q1 Q2 Q3

GDP Total 50 -21 -07 71 35 50 37 50 54 57
Gross Fixed Capital Formation 45 -49 -02 75 38 45 38 41 31 50
Buildings & Structures 54 -38 -07 44 34 25 23 26 09 041|750 75.9 75.7 75.9 75.2 74.1 752 74.1 753 75.0
Machine & Equipment 49 -116 3.5 19.0 11.5 135 11.7 19.2 16.3 36.5/10.6 9.7 10.0 10.3 9.8 10.8 10.2 10.8 11.1 11.2
Vehicles 45 -13.0 21 424 90 36 117 03 70 171]|50 46 54 49 47 48 49 48 51 50
Other Equipments -3.0 -10.6 49 36.7 100 34 93 6.0 43 0117 15 16 17 16 16 16 16 16 15
Cultivated Biological Resources 51 33 -11 11 -53 100 12 34 37 17|54 58 50 48 62 63 56 63 48 47
Intellectual Property Products -02 -77 09 42 -38194 46 -59 69 61|23 24 23 25 24 23 24 23 21 25

Table 13. Historical Table of Investment Growth, Source: Statistics Indonesia, PermataBank Economic Research

Net exports to ease on expectation of global economic slowdown. The net export
would likely ease in the coming year as export performance would decrease moderately on
expectation of global recession leading to softer global commodity prices. Nevertheless,
considering relatively steady coal price, we think that export performance will likely remain
solid until 1H-2023. Real export is expected to grow by 11.4% while real import is estimated
to grow by 13.3%.

Exports Imports Trade Balance
Non N Non } Non .
TOTAL | oilgGas | 01853 | 1orar | oilggas | O"8% | roraL | oilagas | O1&G3
. Export Import Balance
(in Smn) Export Import Balance

168,828 153,084 156,975 132,659 11,853 20,425

FY2018 180,013 162,841 188,711 158,842 -8,699 3,999

FY2019 167,683 155,894 171,276 149,390 -3,593 6,503

FY2020 163,192 154,941 141,569 127,312 21,623 27,629

FY2021 231,609 219,332 196,190 170,661 35,420 48,671
Jan-22 19,174 18,273 901 18,211 15,982 2,229 963 2,291 -1,328
Feb-22 20,473 19,478 995 16,639 13,736 2,902 3,834 5,742 -1,908
Mar-22 26,497 25,092 1,405 21,962 18,470 3,492 4,535 6,622 -2,087
Apr-22 27,322 25,889 1,433 19,757 15,944 3,814 7,565 9,946 -2,381
May-22 21,510 20,014 1,496 18,609 15,256 3,354 2,901 4,758 -1,858
Jun-22 26,150 24,601 1,549 21,004 17,331 3,673 5,146 7,270 2,124
Jul-22 25,563 24,195 1,368 21,345 16,890 4,455 4,218 7,306 -3,087
Aug-22 27,862 26,176 1,687 22,151 18,449 3,701 5,712 7,726 -2,015
Sep-22 24,777 23,467 1,311 19,308 16,382 3,426 4,969 7,085 2,116
Oct-22 24,728 23,440 1,288 19,135 15,771 3,364 5,593 7,669 -2,076

11M21 209,252 198,065 11,184 174,838 152,687 22,151 34,414 45,379

11M22 268,178 253,610 14,568 217,584 180,369 37,215 50,594 73,241
Growth

Table 14. Indonesia Trade Balance. Source: Statistics Indonesia, PermataBank Economic Research
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b. Inflation
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The movement of the inflation rate in 2023 would likely be influenced by the risk of a

global economic recession and movements in global commodity prices. The core

inflation rate is expected to continue growing in line with domestic economic activity which

continues to improve and return to normal conditions amidst sluggish external pressure. We

think that second round effect of fuel price adjustment to core inflation remained limited

since producers do not fully pass through the rising input cost (more expensive raw

material, higher container price and weaker Rupiah exchange rate) to the selling price.

Moreover, Bank Indonesia also raised policy rate by around 175bps to 5.25% since Aug’22

as it is considered as pre-emptive, forward looking and ahead the curve moves to anchor

the expectation of inflation. Therefore, demand-side inflation so called core inflation will

continue to decrease below 4% by the end of 2023.

Volatile food inflation is still a challenge, especially the impact of the weather factor, and

efforts will continue to be controlled through upstream and downstream strengthening and

price policy interventions. The government also continues to be committed to reducing price

disparities between regions by ensuring the availability of supply and smooth distribution

and continuing to improve food governance as support for maintaining national food

security.

Headline inflation in 2023 would likely ease on the back of normalization in Administered

Prices and Volatile Food components. Headline inflation is expected to reach 3.5% from our

estimate of YE22 inflation of 5.5% as supply-side inflation will likely normalize in 2H-2023.

14
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Graph 21. Indonesia Inflation and Components.

ource: Statistics Indonesia, PermataBank Economic Research
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c. Balance of Payment, Current Account, and FX Reserves
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Balance of Payment (BoP) posted deficit until 3Q22 amidst strong current account.

Indonesia current account in 2022 strengthened significantly, driven by ongoing goods

trade surplus. Current account increased in 2022 after commodity prices increased due to

Russia-Ukraine war. Aside from prices, the trade volume also increased as war drove

scarcity of goods from Russia and Ukraine, especially energy and foods, and lead importer

into shift into Indonesia’s producer. Indonesia’s current account surplus even surpassed the

total surplus in 2021. Indonesia’s current account until 3Q22 recorded $8.97bn.

However, BoP still recorded deficit due to capital outflow from financial market. As Fed

tightened the monetary policy, investors shifted their assets into Dollar, especially

government securities assets. Meanwhile, investors in equity market still recorded inflow as

many companies in Indonesia got spillover profitability from higher commodity prices.

Deficit in financial account reached $6.65bn, deeper than 2020 crises. Capital outflow in

financial market also affected Foreign Exchange Reserves (FX Reserves) Indonesia as it
decreased by $14.12bn to $130.78bn at the end of 3Q22. Overall, BoP recorded deficit of

$0.73bn.

l. Current Account

A. Goods "

B. Services

C. Primary Income

D. Secondary Income
II. Capital Account

III. Financial Account ?
1. Direct Investment
2. Portfolio Investment
3. Financial Derivatives
4. Other Investment
IV. Total (I + 11 +1lI)
V. Net Error and Omissions
VI. Overall Balance (IV + V)

2020 2021~
Total Total

4,433 3,465 560, 4,023  4,376| 8,969
28,301 43:806| 11,301 16,797, 17,515| 45,613
9,755 -14,644|  -4377  -4942 5273 -14,502
-28,011| -31,961|  -7,849) -9,355 -9,275| -26,478
5932 6,264 1,494]  1523. 1,408 4,426
37 80 1 3 2 6
7,885 12423  -1,991; -1,160; -6,073| -9,223
14,142 17,423 4,194] 3,401 2,779 10,373
3360| 5072 -3188  -347. -3112| -6,647
18 333 137, -86 9 59
9,645 -10405|  -3133  -4,128]  -5,748| -13,009
3488 15068)  -1421)  2866] -1694 -248
-89l -2,507 -396,  -477 301|  -482
2507) 13461  -1,817]  2,389i -1,304] -731

Table 15. Indonesia Balance of Payment. Source: Bank Indonesia
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Graph 22. Indonesia Balance of Payment. Source: Bank Indonesia, PermataBank Economic Research

Current account would be lower, albeit still surplus. As we expect weaker commodity
prices due to global economic slowdown, we predict that current account surplus would be
reduced in 2023. On the other hand, as Fed would reduce the pressure from tightening
policy, foreign investors would return to Indonesia, and driving higher portfolio account. As
2023 is the political years, foreign investors in direct investment tend to be more cautious,
which lead to lower direct investment account. We project that BoP will record surplus,
followed by higher foreign reserves. Current account surplus in 2022 is expected to around
0.80% of GDP, while current account surplus in 2023 would be reduced to 0.23% of GDP.
We also expect that FX Reserves in 2022 would record $134.5bn, while Fx Reserves in
2023 would increase to $143bn.

2022

Items 2021 2022 2023
| 1} ] IV (F)

I. Current Account 3,459 569 4,023 4,375 1,542 10,509 3,235

l.a. Goods 43,806 11,301 16,797 17,515 12,551 58,164 44,619

.b. Services (14,651) (4,377) (4,942) (5,273) (4,410) (19,002) (14,368)
I.c. Primary Income (31,961) (7,849) (9,355) (9,275) (8,269) (34,748) (33,904)
I.d. Secondary Income 6,264 1,494 1,523 1,408 1,670 6,095 6,887

CA Percentage of GDP (%) 0.29 0.13 1.14 1.28 0.47 0.80 0.23

1. Financial Account 10,002 (1,991) (1,160) (6,073) (1,951) (11,650) 5,766

Il.a. Direct Investment 17,106 4,194 3,401 2,779 4,358 14,732 13,290

Il.b. Portofolio Investment 5,072 (3,188) (347) (3,112) (791) (7,438) 2,080

Il.c. Other Investment (12,175) (3,392) (4,688) (5,346) (5,519) (18,944) (9,605)
FA Percentage of GDP (%) 1.14 (1.82)

Balance of Payment 13,461 (1,817) 2,389 (1,304) (409) (1,140) 9,000

Table 16. Balance of Payment Projection. Source: PermataBank Economic Research
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d. Monetary Policy

Bl will maintain monetary policy tightening albeit at slower pace. BI7DRR policy rate
was raised since August 2022 as a front loaded, pre-emptive, and forward-looking measure
to anchor inflationary pressure. Until mid-2022, core inflation was maintained at a low level
below 3%, in line with the limited impact of demand-side inflation, well-anchored inflation
expectations, maintained exchange rate stability, and fiscal policy support in maintaining
subsidized fuel prices. Given low core inflationary pressures and an improvement in the
national economy, which is still in the early stages of national economic recovery, Bank
Indonesia continues to maintain a low BI7DRR policy rate of 3.50%. However, in line with
the increasing intensity of global uncertainty, and higher global energy and food prices, the
core inflation and inflation expectations were showing signs of rising. Responding to rising
core inflation and inflation expectations as a second-round effect of rising volatile food
inflation and fuel price adjustments, Bank Indonesia started to raise BI7TDRR by 25bps in
August 2022. This policy was strengthened by further BI7TDRR hikes in September 2022,
October 2022, and November 2022, each by 50bps to 5.25%, to manage inflation
expectations and ensure that future core inflation can quickly return to the 3+1% target in
the first half of 2023. The BI7DRR hikes also aims to strengthen the exchange rate
stabilization policy and to keep Rupiah in line with its fundamental value amidst stronger US
dollar and rising uncertainty in global financial markets. In addition, Bank Indonesia
implemented normalizing liquidity policy, while safeguarding the banking industry’s ability to
extend financing to the corporate sector. Bl raised Reserve Requirement Ratio (RRR)
gradually since March 2022 by 150bps to 5.00%. It was followed by a RRR hike by 100bps
in June 2022, and 150 bps RRR hike in July 2022 and ultimately another RRR hike of
250bps in September 2022. All in all, Bl raised RRR by 550bps from 3.50% to 9.00%.

Looking ahead, Bl is expected to continue to raise policy rate in 2023 albeit at a slower
pace. Bl will likely raise BI7DRR by 50bps in 2023, following policy rate hikes by 175-
200bps in 2022, as BI frontloaded the rate hikes to anchor inflation expectation. We think
that global central bank particularly the Federal Reserve already sent signal of slower pace
in rate hikes policy next year as global commodity prices are expected to normalize, leading
to softening inflationary pressure. Fed is expected to raise policy rate to the terminal rate of
5% in order to tackle inflation to 2% level. Therefore, in order to manage Rupiah stability by
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maintaining the interest rate differential with Fed rate, it is sufficient for Bl to raise policy

rate by 50bps in the coming year.
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Graph 23. Bl 7RR and Inflation. Source: Bank Indonesia

e. Financial Intermediaries

Bank intermediation will likely grow slower. The bank intermediation function expanded
11.95%yoy in October 2022, boosted by broad-based increases across all loan types and
all economic sectors. Working capital loans grew by 11.90%, while investment loans and
consumption loans grew by 15.47% and 8.79% respectively. On the supply side, a stronger
intermediation function was supported by lending standards that remain loose in the
banking industry given the improving appetite to disburse loans, particularly to the
manufacturing industry, mining, trade, and agriculture sectors. On the demand side, an
ongoing corporate and household sector recovery drive the bank’s intermediation.
Corporate sector performance is reflected by improving repayment capacity, sales, and
capital expenditures (Capex), particularly in the trade and mining sectors. Similarly,
household performance continues to improve as indicated by rising consumption and

investment in line with consumer optimism.
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Looking ahead, loan growth is expected to remain solid albeit at slower pace. The
expectation of resilient Indonesia’s economic growth in 2023 will imply that the financing
needs from real sectors would remain strong. However, as global economy is expected to
grow slower, the performance of export-oriented industries will be impacted negatively.
Moreover, the Capex growth in 2023 for several industries would also be decreasing due to
strong growth in 2022. In addition, in response to the expiration of the loans/financing
restructuring policies in March 2023, OJK adopts a policy that supports targeted segments,
sectors, industries, and regions that would require an additional period of loans/financing
restructuring for another year until 31 March 2024. Those targeted segment/sectors are:

e MSMESs, covering all sectors;

e Accommodation and food and beverages sectors; and

e Several industries with a high number of employments, i.e., textile and textile

products and footwear industries.

The extension of credit restructuring policy would also lead to manageable credit risk in the

coming year.

From the demand side of lending, the interest rate transmission from Bl’s policy rate hike to
the banking rate would also affect the loan demand. All in all, we expect loan growth to be
slower to the range of 8-10%yoy compared to 9-11% in 2022. The deposit rate would also

grow at slower pace to the range of 6-8% from 7-9% in 2022.

20 . —Credit Growth (%) —Deposit Growth (%) —LDR (RHS) 100

95
90
85

80

Graph 24. Bl 7RR and Inflation. Source: Bank Indonesia
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Loan Growth (%yoy) NPL (%)

Sectors Dec-20| Mar-21] Jun-21| Sep-2l| Dec-21] Mar-22| Jun-22| Jul-22| Aug-22| Sectors Dec-20| Mar-21] Jun-21| Sep-21| Dec-21| Mar-22| Jun-22| Jul-22| Aug-22
Agricultures & Forestry 4245 193/ 574|% 434)% 776/% 855+ 1044/+ 1175% 1057| Agricultures & Forestry 194 178 283 197) 157|159/ 156/ 156/ 155
Fishery 1358% 1381 19851 1594/ 1656| 1+ 14.98 % 1209 13.04|% 1200| Fishery 553| 553| 583 572 5640 5878 62710 72210 689
Mining and Quarrying 1220 164l -6l4jd -124|% 2342 3190 5283)% 47.94|% 5145 Mining and Quarrying 726| 751 5‘50\ 536] 442(80 425\8 3.04/8 303 28
Procesing Industry -409)% 7074 -150[% 047/ 643)+ 866/% 1603 1699+ 15.07\ Procesing Industry 458 473 5.33| 558  5.18|0 487|1 459|1 45811 464
Electricity, Gas and Water -14.82| % -2080|% 1909+ -858|% -544{ -807|¢ -096/% 559\ -7.52\ Electricity, Gas and Water 1241 126 1190 095 104 091 100(8  114 115
Construction 3928 sk ag7n 360" 104] 008[% -004[% -001[& 033 Constuction 345 348 352 359 362)B 3838 376|W 375(8 387
Wholesale and Retail Trade 6358 -588|1 063[% 257|F 342/ 625" 936[% 735+ 831 Wholesale and Retai Trade 443 452 434 443 408|® 414@ 41908 43|@ 42
Hotel & Restaurant 57704 488|% 6015 371[% 392/ 290/ 199|% 244/ 307| Hotel & Restaurant 530 599 578 566 6340 6428 542/8 5530 569
Transportation and Communications 780\ 1 955% 1318+ 1459+ 15057 7.79|% 1285 990/ 826 I and Communications 216] 249] 242 2211 2078 200(F 161 169) 181
Financial intermediaries -1341|% 2050|4 10784 -156{F 38| 1256{F 2524|% 3159)f 30.08| Financiali ari 050 105] 093 o047] 130[8 146]F ogo8[h 1128 100
Real Estate and Business Services 3488 5228 -249/% 3615 2054 5654 1118[% 12954 1391) peal Estate and Business Services 310 331 353 318] 279(M 286/ 285/ 2860 268
G administration 687)% 2085 320[% 274/ 1096[% 788+ 1167]% 10.77]% 1682 Govermment administation 00l o001l oo o001l ool oozl oo 8 004 004
Education Services 4.23“’ 2048 -162)% 433|% 292% 812 339|% 573|% 504| Equcation Senvices 180 179 1.55‘ 178 151 186 1880 1728 179
Health Services and Social Activities 5834 -277|d -5iif 054/% 089|% -108|% 837| 586|812 Heaith Senvices and Social Activities 135 090 089 063 060 0618 0588 o058/ 053
Community, Sociocultural, and Entertainment 838 % 988t 1457t 15218 697|f 622/ 1103+ 14.08| 1389 Community, Sociocultural, and Entertainment | 324 306] 304] 300 235/8 240[W 260[8 252(@ 249
Individual Services 241k 5810 108+ 22394 2953+ 2772/ % 2644k 332[% 120] Individual Services 185 221 234 230 2060 245(8 2738 2728 294

| Agency 28155 560[% 1764[h 922[% 194|d -874[& -580[% -9.11/-96)65] Intemational Agency 000, 003] 006 000 000/ 000/ 000/M 000[% 09|
Other Business Activities 26.00]%1443| -35.04 & -5094]% -71.25]% 1000 -100.0] ¥ -100,0] & -100.0] Other Business Actvites 556] 659] 1256 1035] 1335(® 00[® 000/® 000|@ 000)
For Home Ownership 347 a3k 7220+ om[t oss|t 0ss[h sk 713]# 7.2 ForHome Ownership 257 258] 2583 250 2.24\ 2238 2238 2.3 2.19\
ForAp Ownership 2315 253|% 7.66|-i' 10934+ 14.34|f 1472\% 1259(# 11914 11.15| For Apartement Ownership 222|  249] 270] 261 203 197|0 184|0 192 1.89\
For Shop House Ownership -060[% -955(% 723)% 772l 560[% -290/4 -0.94[% -189]4 -0.39] For Shop House Ownership 488] 512 512] 52| 4540 4748 518 519/ 510
For Vehicles Ownership 2466 2880|% 2310 1649[% 631t 181+ 83|+ 1102[# 1316] ForVehicles Ovnership 205 204 272] 249 199] 189 1878 186] 183
Others Consumption Loan 316[h 242t a04[h 338k 323 508k 761k 81o[h 872 Others ConsumptionLoan 122 135] 141 142 129(0 1320 138] 14l 141
Others 530k 456k 067 16l a7s[k 11o[t 49t s56[* 618] Others 130] 128] 122 116] 1[0 112[@ 108]M 109] 1i0]
Total Banking Sector Loan 2418 37k osg% 220% 524t 667+ 1066[F 1071+ 1062 Total Banking Sector Loan 306) 3] 324 322] 300[8 299/ 286]W 290[ 28|

Table 17. Financial Intermediaries Performance. Source: OJK

f. Fiscal and Government Policy

Government deficit would be lower-than-expected in 2022 due to stronger revenue
growth. During 2022, commodity prices increased on the back of Russia-Ukraine war,
including main export of Indonesia, namely palm oil and coal. Higher prices lead to stronger
profitability in those business, which lead to stronger tax revenue from them. Aside from
that, higher prices of commodity also lead to stronger growth of non-tax revenue for natural
resources. Meanwhile, amidst pressure from energy subsidy in the beginning of the year,
expenditure realization growth remained stable and slower than revenue growth, which
resulting in surplus of state budget in 9™ consecutive months. Until end of 3Q22, state
budget still recorded surplus, while in Oct’'22, state budget started to post deficit. Despite

posted deficit, but primary balance in Oct’22 remained surplus, amounting Rp146.36tn.

Realization of Jan-Oct'22 State 2022 State

Jan-Oct'21 State 2022 State Budget Outlook 2022
Budget Realization

2021 State Budget
Budget Realization (Rp
(Rp trillion) trillion)

Budget (Perpres Growth (%) Realization
(Rp trillion) 98/2022) (% of Target)
(Rp trillion)

(Rp trillion)

A. REVENUES & GRANTS
I. Domestic Revenues

1. Tax Revenue 47.00 95.5
2. Non-Tax Revenue 36.43 98.9
Il. Grants - 100.0
B. EXPENDITURE 14.19 75.7
I. Central Government Expenditure 18.05 72.6

Il. Transfer to Regions & Village Funds
C. Primary Balance

Table 18. Government Budget Realization in 2022. Source: Ministry of Finance
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Government returned to pre-pandemic deficit. In 2023, government returned their state
budget deficit into below 3% after rules about wider deficit expired by the end of 2022.
Compared to the outlook of 2022 state budget, government expenditure was contracted by
4.02%, mainly driven by contraction from central government expenditure. Transfer to
regions still grew by 1.58%. On the other side, revenue realization in 2023 would be slowed

down due to lower commodity price expectation.

2022 State
Budget 2022 State
Outlook Budget

2022 State
Budget
(Rp ftrillion)

2023 State  Growth from
Budget (Rp 2022 Outlook

(Perpres  Outlook (Rp trillion) (%)

98/2022) trillion)
(Rp trillion)

A. REVENUES & GRANTS 0.28

|. Domestic Revenues 1,845.6 0.30
1. Tax Revenue 1,510.0 4.78
2. Non-Tax Revenue 335.6 (16.57)
Il. Grants 0.6 (59.47)
B. EXPENDITURE 2,714.2 (4.02)
I. Central Government Expenditure 1,944.5 (5.91)
Il. Transfer to Regions & Village Funds 769.6 1.58
1. Transfer to Regions 1.44
2. Village Funds 3.04

C. Primary Balance

Table 19. Government Budget for 2023. Source: Ministry of Finance

In the expenditure side, government mainly reduced capital expenditure and goods
expenditure in 2023. Personnel expenditure, subsidy, and social assistance components
still increase in 2023. Capital expenditure and goods expenditure fell by 14.46% and 6.58%,
respectively. Amidst slowing down of expenditure components, government still allocated
the state budget for infrastructure in 2023, reflected by rising infrastructure budget rose by
7.75%. Meanwhile, based on function, contraction of government expenditure was caused
by lower allocation for economy and health function. It implying that government gradually
reduced the expenditure components for COVID-19 mitigation, mainly because the

pandemic impact started to fade away.
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Graph 25. Government Expenditure Development. Source: Ministry of Finance

As stronger revenue realization in 2022 was driven by commodity prices, potential lower
commodity prices will drag down the revenue realization, especially revenue from natural
resource and income tax. Income tax realization is predicted to be slowed down to 4.47%
from previously 28.48% despite government predicted 5% economic growth in 2023. All
other revenue components are expected to grow solidly on the back consumption and

investment growth, which was main determinant of VAT and income tax.

Tax Revenue Income Tax Revenue VAT Revenue
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Graph 26. Government Revenue Development. Source: Ministry of Finance

Based on the development of government expenditure and revenue planning, we also

expect that government budget deficit would be below 3%. Aside from that, we also expect
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that in the beginning of the year, government state budget would record surplus for 2-3
months as commodity prices remained strong. We expect that government budget deficit
would be around 2.5%-2.7%.

Bond supply remain stable in 2023 despite lower state budget deficit. Overall,
government financing needs in 2023 will be lower than 2022. However, net issuance for
government issuance tended to remain stable compared to 2022. Government choose to
reduce bilateral/unilateral debt to fill the gap of lower financing needs. Net issuance of

government securities still rose by 0.2% to Rp712.9tn.

State Budget SR State Budget 2023 Financing  Change in State Budget 2023

2022 (Rp trillion) Budg;it"izg:)Z (Rp 2023 (Rp trillion) ~ Growth (%) (Difference in Rp trillion)

A. DEBT FINANCING
I. Government Securities (net)
Il. Debt (net)

1. Domestic

2. Foreign

B. INVESTMENT FINANCING

C. LOAN PROVISION

D. GUARANTEE OBLIGATION

E. OTHER FINANCING

Table 20. Government Budget Financing 2023. Source: Ministry of Finance

g. Regional Economy Condition

Economic recovery in 2022 is supported by improving economic growth in all
regions of Indonesia. The economy in all regions of Indonesia in 1Q22 — 3Q22 continued
to record strong growth, confirming the continued national economic recovery. This positive
development was supported by improving domestic demand in line with greater mobility in
all regions and various large-scale events, as well as exports performance. Growth in the
regions of Java, Sumatera and Kalimantan accelerated in 1Q22 — 3Q22 to 5.50%yoy,
4.57%yoy and 4.44%yoy respectively. Economic gains in those three regions were mainly
supported by domestic demand in line with increased mobility, including manufacturing and
trading activities. Likewise, export performance in Kalimantan remained strong, especially
CPO and coal. Meanwhile, the Sulawesi-Maluku-Papua (Sulampua) and Sumatra regions
posted strong growth of 8.04%yoy and 4.71%yoy respectively, despite slightly moderating

from the previous quarter, supported by solid domestic demand and natural resource-based
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exports. For 2022 overall, therefore, the regional economies of Sumatra, Java, Kalimantan,
Balinusra and Sulampua are predicted to grow in the range of 4.5 - 4.7%, 5.4 -5.6%, 4.3 -
4.5%, 4.5 - 4.9%, and 8.4 - 8.6% respectively.

Looking ahead, some regions in Indonesia are expected to remain resilient would be
Sulawesi-Maluku-Papua (Sulampua) on the back of investment activities in down-streaming
of nickel product. However, taking into account slowdown economic growth leading to
moderating global commodity prices, we expect commodity-led regions such as Sumatera
and Kalimantan would be more affected by global condition. In addition, manufacturing-
based regions especially Java, is expected to grow at slower pace due to impact of slowing

global demand coupled with higher input costs namely raw material, logistic cost and labor

cost.

Province 2017 2018 2019 2020

Province 2017 2018 2019 2020 West Kalimantan
Aceh 42 | 46 | 41 | -04 |-19]2.6|3.0] 74 | 2.8 | 32 | 44 | 2.1 |CentralKalimantan | 68 | 5.6 | 61 | 1.4 |-3.1)56]3.7 |76 | 34 | 73 | 73 | 67
North Sumatera 51 52 | 52 | 11 |-19149 37|38 | 26 | 39 | 47 | 5.0 |SouthKalimantan | 53 | 51 | 41 |-1.8 [-12]46]49]55[ 35|35 5856
West Sumatera 53 | 51 | 50 | 1.6 | 01158 33| 24 | 33 | 36 | 51 | a5 |East Kalimantan 31 [ 26|47 ] 29|30][58[45] 2925203353
Riau 27 24 | 28 [ 11104 |52 41138 | 34 | 47 | a9 | a6 |NorthKalimantan | 6.6 | 5.4 | 69 [-1.1 [-20[58]52[ 7.1 | 40 |45 |49 |54
Jambi 46 | 47 | 43 | -04 |-03|54|59]| 36 | 3.7 | 48 | 5.4 | 5.2 |Kalimantan 4.3 |3.8|5.0(-2.3|-2.2/6.3/4.5/43|3.2|3.3/4.4|5.7
South Sumatera 55 ] 60|57 |-01]-04]57]39]51]36]51]52] 53 [North Sulawesi 63|60 |56 |-10[19]85[32|34|42]|39[59]66
Bengkulu 50 | 50| 49 | 00 |-1.7|6.4|28| 56 | 3.2 | 3.1 | 4.8 | 4.4 |Central Sulawesi 7.1 /206 | 88 | 49 | 7.2 |16.7{11.1| 119 | 11.7 | 11.1 | 11.2 | 19.1
Lampung 52 | 52|53 |-17|-20[/51|30]| 51| 28 | 2.8 | 5.2 | 3.9 |South Sulawesi 72 |70 | 69 |07 |-02]7.7|32| 79|46 | 43 | 52 |57
Bangka Belitung 45 | 44 | 33 |-23|10|68|6.1|63 ] 51| 33| 52| 4.5 |SoutheastSulawesi | 68 | 64 | 65 | -06 |01 43|42 |77 |41 |51 |61 |54
Kepulauan Riau 20|45 | 48 | 38 |-12169/30| 53| 34 | 28 | 5.0 | 6.0 |Gorontalo 68 | 65| 64 | 00 |-19|34[30|53 |24 |32 ]49 |41
SHEEE 434546 |-1.2-08/53|3.8|46|3.2| 4.0 5.0 | 4.7 |West Sulawesi 6.7 | 63 [ 56 |24 |-12]52[29]33 26|08 ][21]34
Sulawesi 7.0(89|7.0|0.2(1.4/88|4.8|7.7|5.7|5.5|6.5|8.2
Province 2017 2018 2019 2020 2021 2021 2022 Maluku 58 | 59 | 54 | 09 |-18]46|41]53 | 30 | 37| 49 | 60
Ql Q2 Q3 Q4 S P E B North Maluku 77 [ 79 [ 62 | 5.4 [13.3]185[12.4]21.0 ] 16.4 | 28.3[27.7 | 248
DKI Jakarta 6.2 61 | 58 | -24 |-1.9]109| 24 | 3.6 | 3.6 | 46 | 56 | 59 |westPapua 40 | 63 | 27 | -08 |15 |-27|-20| 1.0 | -05|-10]| 6.1 | 3.7
West Java 53 | 57 |50 |-25|-08[62]35]|62 |37 |56 |57 |61 [papua 47 | 7.3 |-15.7| 2.4 |14.7|13.5/149|17.2| 15.1 | 133 | 144 | 58
Central Java >3 | 53 | 54 |27 105159127} 54 | 33 | 51157 | 53 |Maluku-Papua | 4.9 | 7.0 |-7.4| 1.5 [9.2|9.0|9.4 |12.5/10.1|10.6/13.0| 7.5
DI Yogyakarta 53 6266 |-27|57[119(23]28 |55 ]30]53]58[5r 56 | 63 | 56 | 93190828 29| 05 | 25 | 1.4 | 31 | 81
East Java 54 | 55155123 |04171/33) 46|36 |52 |58 | 56 f\yest NusaTenggara| 0.0 | 4.5 | 3.9 | 0.6 | 12|48 2.4 | 3.2 | 23 | 7.7 | 6.0 | 7.1
Banten 57 | 58 | 53 | 34 10518914552 |44 | 50 | 57 | 57 lgagt NusaTenggara | 5.2 | 5.1 | 52 | 0.8 | 0.2 | 43| 24| 3.1 | 25 | 1.9 | 3.1 | 33
Java 5.6 5.7 5.5 |-2.5/-0.9|7.9|3.1| 4.8 | 3.7 | 5.1 | 5.7 | 5.8 [ggJinusra 3.7|2.7]5.0|-5.0]-5.1|3.8]-0.1] 1.9 0.1 | 3.5 | 4.0 | 6.7
EAST REGION 5.1 5.6 |4.0|-1.4(-0.2|/7.1/4.5|6.1 | 4.4|4.9|6.1|6.9

Table 21. Regional Economic Growth. Source: Statistics Indonesia

h. Political Year Impact to Market and Economy

General Election (Pemilu) will be held in 2024 to elect government executive and
legislative. In addition, the election will be held simultaneously on all government level,
namely central government, provinces, regencies, and municipality. As the election will be

held around Feb’24, the impact of election to socio-economic condition would start to
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appear in the 2" half of 2023. Thus, the election will also contribute to change in market

and economy in 2023.

USD/IDR rose temporarily ahead of presidential election. In the market sector, the
impact of election in the last 4 election seemed to be mixed, especially because other
factors also played roles in affecting the market. Ahead of legislative election, there were
not unique behavior pattern in capital inflow and Rupiah in financial market. Meanwhile,
before the presidential election, aside from 2009 election, USD/IDR tended to rise. Pattern
difference in 2009 might related to QE policy from Fed, which in turn affecting the lower
demand for U.S. Dollar. Weaker Rupiah tendency as general was caused by tendency from
investors to keep the U.S. Dollar ahead of election, which would change the economic
direction of Indonesia. We could see that spike in USD/IDR was very short-term around 1-2
month. On the other side, there were also no clear pattern in capital infow ahead of

election.

2004 Election 2009 Election
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Graph 27. USD/IDR and Capital Flow in Financial Market. Source: PermataBank Economic Research, Bloomberg, Statistics Indonesia

Temporary pressure increased ahead of election year. Pattern of JCI and IDR bond
yield was also similar with USD/IDR pattern. JCI tended to weaken until presidential
election finished, while IDR benchmark bond yield rose until presidential election. Overall,

the pattern seemed to be more mixed as market in 2014 also showed less respond to the
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election process. 2009 election year became another anomaly as Indonesia domestic

market was affected by aftereffects of global financial crises in 2008
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Graph 28. JCI and IDR Bond Yield. Source: PermataBank Economic Research, Bloomberg, Statistics Indonesia

Election year tended to slow down the investment. During and ahead of election year,
investment growth tended to be slowing down in all of election year. In the next year,
investment growth usually surges, and started to normalize. 2019 election year was
anomaly as pandemic started in 2020. Meanwhile, consumption growth in 2004 and 2009
election strengthened during and ahead of election year, however, in 2014 and 2019, the

strengthening was not seen anymore.
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Graph 29. GDP Growth during Election Year. Source: PermataBank Economic Research, Statistics Indonesia

Foreign investment led the slowdown ahead of election year. Compared with domestic

investment, foreign investment usually recorded lower 1 year before election year.
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Domestic investment still posted growth, while foreign investment recorded contraction. It

reflected that foreign investors were more wary about change of policy direction in the
election year.

m Domestic Investment Growth (%) H Foreign Investment Growth (%)
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Graph 30. Investment Growth in Election Year. Source: Ministry of Investment, PermataBank Economic Research

Election year is more about challenge than opportunity. Based on market and
economic condition during election year. Election year can be looked as challenge in
domestic economic condition. In very short period, especially during the second half of
2023, we expect that Rupiah, stock market, and IDR bond, will be potentially weakened as
the impact of uncertainty in election year. Meanwhile, investment side will slow in the

second half of 2023, especially ahead of presidential candidate registration in September.

Indicators FY 2021 FY 2022 FY 2023
Q1 (A) Q2 (A) Q3 (A) Q4 (P) Q2(P) | Q3(P) | 0Q4(P)
GDP growth (%) 3.69 5.01 5.44 5.72 4.81 5.25 5.09 5.18 4.79 4.53 4.90
Inflation (% YoY) 1.87 2.64 4.35 5.95 5.45 5.45 5.08 451 3.16 3.53 3.53
FX rate (IDR/USD) 14,253 14,369 14,898 15,228 15,500 15,500 15,600 15,500 15,450 15,400 15,400
Interest Rate
-BI7RR 3.50 3.50 3.50 4.25 5.50 5.50 6.00 6.00 6.00 6.00 6.00
- Fed Rate 0.25 0.50 1.75 3.25 4.50 4.50 5.00 5.00 5.00 5.00 5.00
Growth (% YoY)
- Credit 5.20 6.67 10.66 11.00 10.27 10.27 9.82 9.46 9.19 8.98 8.98
- Deposits 12.21 9.95 9.13 6.67 7.09 7.09 8.39 8.10 7.85 6.16 6.16

Automotive Sales (Units)

- Motorcycle Sales 5,057,516 | 1,262,586 984,041 1,365,733 1,445,779| 5,058,139| 1,095,038| 1,223,104| 1,382,621| 1,573,546| 5,274,309
Motorcycle Sales (% YoY) 38% 0.0% 4.3%
- Car Sales 887,205 263,821 211,500 283,186 236,192 994,699 264,266/ 265,506| 268,605 272,109| 1,070,487
Car Sales (% YoY) 67% 12.1% 7.6%

Interest Rates

- Lending Rate 9.26 9.08 8.96 9.06 9.77 9.77 10.05 10.14 10.07 10.04 10.04
- Working Capital Loan Rate 8.70 8.59 8.40 8.63 9.34 9.34 9.61 9.70 9.62 9.59 9.59

Table 22. Key Macroeconomic Indicators Outlook. Source: PermataBank Economic Research
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Industry Outlook

a. Latest Industry Performance

Sectoral performances continue to grow and all have recovered to the pre-pandemic
level. In 3Q22, 16 of 17 sectors in Indonesia’s economy recorded growth, with sectors that
previously have been negatively impacted by the mobility restrictions and the Covid-19
pandemic becoming the prominent driver of economic growth. Two sectors experiencing
high growth were Transportation and Storage by 25.8%yoy and Accommodation and
Restaurant by 17.8%yoy. Covid-19 cases that relatively under control and no strict mobility
restriction re-implemented in 2022 become the driving force of the high performance of
these sectors. Meanwhile, one sector that contracted in 3Q22 was Human Health and
Social Work Activities by -1.7%yoy. Relatively high performance of this sector in 3Q21
when the Covid-19 Delta wave struck creating a high-base effect on this sector. In addition
to the excellent sectoral growth performance in 3Q22, all sectors also have indexes above

100, indicating that all sectors’ production have returned to the pre-pandemic level.

Sevion Share (%) Quarterly Growth (%yoy) Annual Growth (%) GODP Index 2019=100

2021 1020 2Q20 3Q20 4020 1Q21 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22 2020 2021 9M22 2020 2021 9M22
|A- Agriculture, Forestry, and Fishery | w6 | o6 | 22 122 | 26|34 ] 05 . 2311214 w6 | 18] Bl 1018 1036 1048
8 Mining and Quarrying RN -27 43 12 20 BEaRe:NE 5_2; 38 | 40 | 32 | el 40 | 40 | | 98.0 RiveXvRliEE:
[C. Manufacturing | 205 | 27 ECVEEREESIIRTN 66 | 37 | 49 | 51 | 40 | 48 29 | | 1004 1038

D Electricity and Gas Supoly RGN 55 24 50 EEAEANECARERELNEFNNCERN 22 ECRCERREIEN 03 1093
E. Water Supply, Sewerage, Waste m 5, | 02 1120

[Management And Remedation Activiies | 01 | 3 B |58 | 4140 |13 4611 43
f Construction 99 | 29 EETEECE RN 44 | 38 | 39 48 | 10 | 08

sale And Retail Trades, RCC\T!O’MIGI ol - BETTE 7 04 e
|Vanicies And Motorcycies | 1 RSNl ©5 | 52 56 57 | 44| 53 | B | .. B 1007 1046
(W 308 -167 -13.4 -131 PERA -07 REREE R 1 B | Bag | 877 |RKH

1
295

{H. Transport And Storage | 3 | S
}: Accommodation And Focd Sendce Activities | 28 | 19 [EervEREE R RERE- N 216 IR 49 | 66 | 98 | 178 : | ERE 010
JINFOrmation And Communication | 63 |98 |[108] 107 &6 | 82 | 72 | B1 | 69 . A | 8 1181 1246
)-. lurancnlhmlr:nnrccx vices | a2 MWE | 171 BE 30 B.3 b 28 i 3. | 9 1058
L. Real Estate ActiviRs 30 |38 |23120[/12[09|28|34]30|38]22|086 2 1088
‘\lN&:,rr':. ervices 18 ~121 78 70 41 g - 09 6.0 10
IO, Public Administration And Dafence: et
3.3 e

|Compusory Social S«.« urky

r— Educaticn

u Human Heath And Social Work Activities
Rb T,U Cther Senices Activities

A Gross Value Added At Basic Price

B. Taxes Less Subsides On Products

|C. Gross Domestic Product

Top 3 Contriuters

3.2 12 24 13 IBER 59 B Xy o7
1.4
18
26.0
4.0
1000
Negatve Growth _

10.3| 37 1152 [965] 34 | 117 [141] |;~2_“4*4_
26 55 a8 -52 EFRY -03 EEX

SV THEFUE R 70 |30 |42 46 | 42|52

BT Tl 68 | 82 175 240,

¥ -53 -35 22 -07 7113550 so

W31
1267
tl 1044
105.2
168
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Positive Growth
Avova pra-pandemic level

Table 23. Sectoral GDP Performance. Source: Statistics Indonesia, PermataBank Economic Research

The Primary sector, Agriculture and Mining, both recorded expansion in 3Q22 by
1.6%yoy and 3.2%yoy, albeit the increase was lower than the national economy. In
more detall, the Agriculture sector is relatively resilient, consistently recording growth during
the pandemic. The resilient expansion of the Agriculture sector in 2020, 2021, and 2022
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was primarily driven by the positive performance of the Plantation sub-sector, which is the
biggest contributor to the Agriculture sector. CPO price jump and the product of the
Plantation sector that is highly related to food products are becoming the main driver of the
resiliency of the Plantation sector during the Covid-19 pandemic.

From the mining sector, base metal mining also reportedly has persistent growth during the
Covid-19 pandemic due to the smelters increasing need for raw materials. The rapid
increase of smelter capacity after the nickel ore export ban accelerates the Metal ore
mining activities that support the sector's growth. Furthermore, coal mining, the most
significant contributor to Indonesia's mining sector, have enjoyed surging global commodity
prices that induced domestic coal miner to increase their production capacity. The coal
mining sector has recorded growth since 2Q21 and is already above its pre-pandemic
production level in 2019 by 5.3%. Only Crude Petroleum, Natural Gas, and Geothermal
mining sector recorded persistent contraction, even before the Covid-19 pandemic began.
Oil and gas production has consistently dropped for several years due to the lack of

exploration activities to find new oil and gas reserves.

Quarte 0 0 A al Gro D 0 00
0 Q20 Q20 K20 4020 Q Q Q aQ » ’ » 020 0 o 020 4
|01-A. Agriculture, Forestry, andFishery | 1262 |00 22 |22 |26 | 34 05,14 |23 |12 |14 |16 | |18 18 |16 0 0 04
02-1 Agrcultire, Livastock, Hunting and | !
Agriculture Services | 9865 _ZE 3_1 31 5_'?_ 07 [:91 |18 _1'2_ 08| _2 1»_ I 15D ve
03-a Food creps | 289 k] 82 | 22 [107 ] 122 B 0 0 11 ;58
04-b. Horticutural crops | 144 128|108 |57 |78 | 30|18 38136| 12 (66| 42 06|35
O5-c. Pantation crops | 382 40 1 02 | 07 | 11 122 | 03 | 83 | 23 R 03127 | |13 135|114 '
06-d Lvestock | 151 2R 8 -0 -l 21 | 87 5 69 [ 386 174 | B 03 |33 99.7 | 100.0
Q7-e Aoric a3 o 5 | !
e e o1 23 24 |32 | 54 [EXH 10 BER 16| 18 |13 | 16|13 |1
08-2. Forestry and Logging | 057 |53 | 22 [ECEETIRCT: 33 | 48 | 21 3 JEEW 01 [ 63| 000 99.2
‘ 09-3. Fishery L [_3,_5_ 0.8 B 11 87 | 46 | 00 BV 27 0 3
[10-B. Mining and Quarrying . 73% |04 4.3 ‘N 52 78 52 38|40 AN 102.0 1048
11-1. Crude Petroleum, Natural Gas, and
Qeothermal | 234 040 | 898 | 86.4
12-2. Coal ad Lignae Mining | 235 Lgl “ 5.9 B 133150 668 | 38 | 43
13-3, Base Matal Ore minhg | 117 |92 1318[ 62 1331246181247 2441258224
14-4, Other Mining and Quarsying 153 | 28 > 0 I-8 18 | 25 | 41 | 48 | 10
Top 3 Contributors
Negative Grawth -
Positive Groath
Above pre-pardemic level -

Table 24. Primary Sector GDP Performance. Source: Statistics Indonesia, PermataBank Economic Research

The manufacturing sub-sectors have mixed performance in 3Q22. Overall, the
Manufacturing sector in 3Q22 grew by 4.8%yoy, higher than 2Q22 of only 4.0%yoy.
However, in more detail by sub-sector, only 10 of 16 sub-sector reportedly grew in 3Q22.
Manufacture of Base Metal, Manufacture of Machinery and Equipment, and Manufacture of
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Leather and Footwear became the sub-sectors that recorded the highest growth in 3Q22 of
20.2%yoy, 17.7%yoy, and 13.4%yoy, respectively. Meanwhile, sub-sectors that
experienced a contraction in 3Q22 were the Manufacture of Wood (-4.3%yoy), Manufacture
of Furniture (-3.9%yoy), Manufacture of Basic Chemical and Pharmaceutical (-3.5%yoy),
Manufacture of Tobacco (-2.9%yoy), Manufacture of Non-Metal Mineral Product (-
2.0%yoy), and Manufacture of Rubber and Plastic (-0.3%yoy). The negative performance of
several sub-sectors in 3Q22 occurred in sub-sector that mainly depend on the export
market, such as Wood and Furniture. The deceleration of the global economy due to the
surging inflation and high policy interest rate regime decreases the export demand for
Wood and Furniture industry product. In addition, several manufacturing sub-sectors have
yet to recover to the pre-pandemic level. Three sectors with the lowest recovery
performance were the Manufacture of Non-metal Mineral Products, the Manufacture of
Rubber and Plastic, and the Manufacture of Tobacco. The weak recovery performance of
the two prior sectors was due to the drops in demand for Cement and Construction raw
material goods as the selling price of both products are increasing. Meanwhile, the
Manufacture of Tobacco is hampered by the aggressive increase in cigarette excise in the

last two years.

Q b O 00 Q o
0 Q20 2Q20 3Q Q20 14 Q Q Q Q Q Q 020 o 0 0 3Q Q
C. Mamdacturing 1000 | 23 66 |37 /49| 6) | a0 | a8
1 Morsdoacturo of Cont oo Refinod 28 34 EUEN &6 | 1Y | 08 | 43
Petoteum Pioducss s
Neny- Ol st Cas Manut nciuriog an 20 0 C 69 | 41 | 46 | 55 | 43 | 49
1 .'.‘n‘l.‘n 1o of Foodt Prodhucty and 319 oz | o2 7 |l2al20)|35|12]|237] 23738 18
Boverages |
2 Maratactre of Tobacco Products 37 LN 108 08 -64 URSIRL T UL 00 -298
3 Maradactise of Teashas, ind ‘Woarng a 8 c9 | 12a|wmz| &1
1 0 L 17 [ 33| @1 93 | 83 | 131|134
32 g E 8 6 1|23 | 54
14 a5 |\ 0 Q 3 08|20 |30 |68 02
.:mv::tr-::-vrm.nz 84 |BC |0 |88 NG| QY |87 |83 |65 | 21 I 24
8 Mantactunn of fubber, Rubbs Products 10 5 5 oz | 38 | 7
and Rasec Produets
24 - - 01 |30 | 08 | 1a R 0

W0 Marutnctieo of Hosc Metoe az 40 | 28 |52 N5 | 77 |WO |95 | N3 |78 |BE |02 38
LRA L P St e g &Lt L aRn St

Products, Computer. Optical Products and 8.3 o7 8 0 68 | 03| 126

12 Monwfacsure of Machinory and 14 " 4 s M 12 [walwa| nelss | n2lr g
Equpment

13 Marutachure of Transpon Equipment 82 a6 BRI R D 457 | 278 | 28| 42| 7S | 103

M AMaredactue of Furnites 12 5 BO |72 |70 |Wa| as ErFEEkE:)
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15 Dorwir Marulactiang, Tlopas wnd
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Table 25. Manufacturing Sector GDP Performance. Source: Statistics Indonesia, PermataBank Economic Research
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From the Tertiary sector, almost all sub-sectors posted growth in 3Q22. The highest
increase occurred in the Transportation sector by 25.8%yoy and the Accommodation sector
by 17.8%yoy. In more detail, three sub-sectors in Transportation that posted the highest
growth in 3Q22 were Air Transport (144.3%yoy), Railways (126.7%yoy), and River, Lake,
and Ferry Transport (92.1%yoy). Nevertheless, Railways and Air Transport have yet
recovered to the pre-pandemic level. Meanwhile, the other sub-sectors reportedly have
back to pre-pandemic performance, such as Land Transport, Warehousing, Sea Transport,
River, Lake, and Ferry Transport, Accommodation and Food and Beverages Services. The
transportation and Accommodation sectors' performance is highly dependent on the
mobility restriction policy and the number of active COVID-19 cases. As the active Covid-19
cases are relatively under control in 2022, and the mobility restriction policy is somewhat
eased, the Transportation and Accommodation sector experienced substantial growth this

year.
Q o D O 00
- 0 0 Q20 2020 3020 4020 1Q Q Q Q > Q Q v 0219 020 0

33-D. Blectricity and Gas Supply 1.03 39 5 1 ‘B 17 | 91(39|78| 70|93 ]| 81 55| 81 97.7 Rl 09
34-1. Electiciy 092 42 6 -0 JOl 16 | 83 |36 [ 91( 81 (97|89 i 56 | 90 99.0
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38-G. Wholesale And Retad Trades, Repair :

Of Motor Vehicles And Motarcycles 13.04 16 5 95| 52 | 66| 67 | 44 | 53 47 | B3 962 Rl 0
39-1. Whalesato and Reaal Trade and Repar - - degs & ~
of Motor Vehicles and Motorcycles 236 1 - -~ Ire|1ee| 22| 74| 33| 680 121 | 64 859 | 963
A40-2 Wholkezake and Retaxl Trades, except . 4
of Motor Viehicles and Motoroycles 10.68 29 8 X sl ks e s LGl il e

A1-H, Transport And Storage 365 13 5 1 251 & 79 |158| 213|258 Sl 32 |76 87.7 Rlaks
42-1 Raibways Transpent 002 0 -6 X 672 BCEVE 207 | 431 | 5891267 BB o 583 557 | 841
A3-2 Land Trarsport 233 52 0 q 182 33 /36|69 |98 |87 - 45|72 880
44-3 Sea Trarmport 0.31 548 B Rl 64| 07 | 09 BV 48 | a0 XY 29 [ 29 a2
A5-4 River, Lake And Farry Transpont 0.1 1.2 6 8.4 B-N -4 17.7 | 418 1GO8] 921 0 N 621 866
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48-|. Acoommodation And Food Service ~ . 5 ; ;

Activities 279 19 0 8 -8 216 49 | 66 | 98 | 178 39|97 897 | 932 RIgKs
A9-1 Accomadaticn 0 AG A5 B : 5 KEAN -8 1222181282627 21 58 | N7 755 | 798
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51-J. Information And C: WCATON 676 |98 (108(107 /M0 87|69 |55|62|722|81|69| 106|638 71 0.6 B

52-K. Fmancial And Insurance Services 418 106 | 11 09 FX5 8 83| 43 3 16| 15 03 0 0
53-1 Financial Intermediory Services 257 137 0 59 M 16| 68 21| 24
54-2 Insurance And Pension Fund 093 G| 23 | 53 2.2 0 12 B 0 8
55-3 Other Financial Services 0359 78 6 8 994|970 | 292
56-4_Fnandal Supporing Services 008 12 9

57-L. Real Estate Activities 300 38 f 02 0 06

58-M,N B Serwces 1.77 5.4 [5-& 948 | 952

59-0, Public Administration And Detence;

Compusory Soclal Security 328 |92 B 1000 996 Rl

80-P. Ed 3.16 59 0 0 0

61-Q, Human Health Arxi Social Work 103

Acthvitios 141 >

62-R,S,T,U Other Services Activities B ZN 128 -55 -48 -52 fFX) -03 75 | | 959 | 97.9 LYW

Top 3 Comnbaces

Negatiee Groveh _

Poative Groath

Abcve pre-pandemic level -

Table 26. Tertiary Sector GDP Performance. Source: Statistics Indonesia, PermataBank Economic Research
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Entering 4Q22, sectoral leading indicators performance tends to drop, either from
consumer or industry indicators. From the consumer indicators, Consumer Confidence
Index (CCI) and Retail Sales Index (RSI) posted a decline in September 2022 after the
Government adjusted the Pertalite fuel price. The drop in CCl and RSI indicates that the
fuel price increase has eroded the people purchasing power. Although the consumer
indicators rebounded in October, CCI has yet to return to the level before the fuel price
increase. The leading indicator of Industry in October and November, which was proxied by
Indonesia’s PMI Manufacturing, also showed a deceleration. The PMI slowdown indicates
the impact of reduced demand from the domestic side due to rising fuel prices and
decreased export demand due to the downturn in the global economy are starting to impact

the performance of the Indonesian Manufacturing Industry.

Sector Index {Jan'20=100) | Ma2t  an21|  Sep21| Doc2t| Mw22) An22) Sep22 Oct22 howd2 mtmSep  mimOct | mimNov | yoySep
Consumer Corfidence Index
Retzil Sakes Index

ACES Sakes ndex

AW Sakes

Matarcycke Sales
PMIIngonesia* (+50)
Commercial Vehicke Saies

Import: Capital Goods mﬂzm

Cemant Consumption

Domesic i

Heavy toupmentSaks | 18750 W755{ 8964 1755
Coal Exped Vol ; 878
090 Export Vol 37 764 u7el 1018

Table 27. Sectoral Index Performance. Source:, PermataBank Economic Research

b. Industry Outlook 2023

b.1. Sectoral Sensitivity Analysis to the Overall Economic Growth

As we advance, Indonesia’'s economy will face more external and domestic
challenges. From the external side, high global inflation, increased central bank policy
rates in various countries, and the uncertainty due to the Russia-Ukraine war will potentially
depress global economic growth. The global economy's deceleration could be transmitted
to the domestic economy from trade and financial market channels. Indonesia's export
performance to countries experiencing an economic slowdown may drop. From the financial
market channel, the increase in policy rates, especially in the United States, will induce a
capital flight from emerging markets, including Indonesia. To anticipate the pressure on
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Rupiah, Bank Indonesia need to increase the policy rate to reduce the capital flight
pressure. However, the policy rate increase will also negatively impact domestic investment
and consumption activities, exacerbate the eroded people purchasing power due to the fuel

price increase, and ultimately slow down Indonesia's economy.

Going forward, the deceleration of the domestic economy potentially impacts various
economic sectors with different degrees of impact. To analyze which sector is most
affected by the slowdown of the overall economy, we try to scrutinize the correlation and
sensitivity of each sector’'s growth to the overall economic growth. A higher correlation
between the sector’s growth and overall economic growth indicates that the sector is highly
related to the economic cycle. Conversely, a lower correlation suggests that the sector
tends to deviate from the overall economic cycle.

Using 4Q11 to 3Q22 sectors' growth data, the result indicates that sectors included in the
Top 20 that have high correlation with overall economic growth is sector that related to
mobility and leisure activities, building investment activities, and industries that trade or
produce durable goods. For example, Food and Beverages Service Activities
(Restaurants), Accommodation, and Transportation sectors (Land, Sea, Air, Train) are
related to mobility and leisure activities. Building investment activities also tend to be
closely associated with the economic cycle, as indicated by the high correlation between
the Construction sector and the Manufacturing Sector of non-metallic minerals (Cement,
Glass, Ceramics) with national economic growth. Finally, the durable goods industry is also
closely related to the performance of the economic cycle, as seen from the high correlation
between the Motor Vehicle Trading, Motor Vehicle Manufacturing sectors and national
economic growth. Thus, these sectors have the potential to slow down in the future in line

with national economic deceleration.

Meanwhile, several sectors that have a low correlation with national economic growth are
related to basic needs or have recently experienced a relatively high increase in
investment. For example, the Base Metal Manufacturing sector has consistently grown high
in recent times in line with the government's downstream program, so the growth of this
sector is separate from the performance of national economic growth. Similarly, the

Information and Communications sector has grown recently, in line with the digitalization
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trend in various sectors. This sector continues to grow regardless of the economic cycle.
Sectors related to basic needs, such as Food Crops and Horticulture, also tend to be
detached from the economic cycle. Thus, these sectors have the potential to perform better
when there is a slowdown in the domestic economy. However, we should scrutinize sectors
with a low correlation to overall economic growth in more detail, as some sectors may have
a high correlation with other driving forces than the domestic economy. For example, the
Manufacture of Furniture, Manufacture of Wood Products, and Manufacture of Pulp and
Paper may have a low correlation with the domestic economy, as most of its products are
exported. Yet, as the global economy is expected to decelerate, these sectors may also
worsen in 2023. To complement the cyclical analysis of the sectors to the overall economy,

we map the opportunities and challenges for several sectors in 2023.
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Ranks Sector

50-2. Food And Beverages Service Activities

\/
PermataBank%f

Correlation
w/ Overall

Econ
Growth (R2)

43-2. Land Transport

37-F. Construction

58-M,N Business Services

49-1. Accomodation

62-R,S,T,U Other Services Activities

09-3. Fishery

46-5. Air Transport

39-1. Wholesale and Retail Trade and Repair of Motor Vehicles and Motorcycles

26-9. Manufacture of Other Non-Metallic Mineral Products

40-2. Wholesale and Retail Trades, except of Motor Vehicles and Motorcycles

Sensitivity
4Q11-
3Q22
(Coefficien
t)

KlE|B|o|o|~|o|o|s|w(n|-

14-4. Other Mining and Quarrying

N
w

47-6. Warehousing And Support Services For Transportation, Postal And Courier

,_\
a

30-13.Manufacture of Transport EQuipment

15 |42-1. Railways Transport

16 |44-3. Sea Transport

17 |55-3. Other Financial Services

18 |34-1.Electricity

19 |06-d. Livestock

20 |18-1. Manufacture of Food Products and Beverages

21 |28-11.Manufacture of Fabricated Metal Products, Computer, Optical Products and Electronic Devices
22 |20-3. Manufacture of Textiles; and Wearing Apparel

23 |19-2. Manufacture of Tobacco Products

24 |35-2. Gas Supply and Production of Ice

25 |16-1. Manufacture of Coal and Refined Petroleum Products
26 |57-L.Real Estate Activities

IN
w

03-a. Food crops

44 |31-14.Manufacture of Furniture

45 |53-1. Financial Intermediary Services

46 |24-7. Manufacture of Chemicals and Pharmaceuticals; and Botanical Products

47 |36-E. Water Supply, Sewerage, Waste Management And Remediation Activities

48 |23-6. Manufacture of Paper and Paper products; Printing and Reproduction of Recorded Media
49 |32-15.0ther Manufacturing, Repair and Installation of Machinery and Equipment

50 |04-b. Horticultural crops

51 |27-10.Manufacture of Basic Metals

52 |51-J. Information And Communication

27 |21-4. Manufacture of Leather and Related Products; and Footware

28 |05-c. Plantation crops

29 |11-1. Crude Petroleum, Natural Gas, and Geothermal

30 |61-Q.Human Health And Social Work Activities

31 |45-4.River, Lake And Ferry Transport

32 |13-3.Base Metal Ore mining

33 |60-P. Education

34 |12-2.Coal and Lignite Mining .

35 |59-0. Public Administration And Defence; Compulsory Social Security 0.2007 0.5346
36 |56-4. Financial Supporting Services 0.1965 0.5475
37 |29-12.Manufacture of Machinery and Equipment 0.1741 408
38 |08-2. Forestry and Logging 0.1738 0.3048
39 |07-e. Agricultural Services and Hunting 0.1632 0.3197
40 |54-2.Insurance And Pension Fund 0.1512 0.5414
41 |22-5. Manufacture of Wood and Products of Wood and Cork, Articles of Straw and Plaiting Materials 0.1499 0.6670
42 |25-8. Manufacture of Rubber, Rubber Products and Plastic Products

Table 28. Sectoral Correlation and Sensitivity Analysis to Overall Economic Growth. Source: PermataBank Economic Research
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Sector

Construction

Opportunity

"Nusantara” (new capital city) project that is
expected to continue

\/
PermataBanlﬁf

Challenge

High interest rates regimes will discourage
investment in building and property and exacerbate
the financial condition of construction companies

Downstreaming industry center, especially
related to nickel, requires a lot of new
infrastructure

The trend of Building investment tends to slow down
inthe last few quarters

Higher budget for infrastructure spending than
in 2022

The increase of building materials price and wages

Exchange rate weakening that push up raw
materials price

Telecommunication

The increase of quality and quantity of 4G and
5G infrastructure will drive up data consumption

Anincrease in interest rates has the potential to put
pressure on the company's bottomline with a capital
structure dominated by debt

People consumption is expected to remain
strong, including for telecommunications needs

Real Estate and
Property

Persistent housing backlog

High interest rates will hamper the mortgage growth

The recovery of people mobility will boost the
utilization of offices, retail spaces and hotels

The increase of building materials price and wages

Cement

"Nusantara” (new capital city) project that is
expected to continue

Property investment is expected to slow down due to
high interest rates

Downstreaming industry center, especially
related to nickel, requires a lot of new
infrastructure

Coal prices are expected to remain quite high in
2023

Higher budget for infrastructure spending than
in 2022

Palm Oil

CPO price forecast are still quite good in 2023
(around USD 1000, World Bank)

Extreme weather conditions are expected to occur in
2023

Itis a basic need, which tends not to be affected
by slowing economic activity

Fertilizer prices which are still relatively high have
the potential to increase costs and disrupt long-term
production

Disruption to global food production due to the
Russia-Ukraine war is expected to continue,
pushing prices up

Slower demand from the export market due to the
global economic slowdown

Transportation and
Logistics

Mobility continues to increase and it is predicted
that strict restrictions will no longer be enforced

Fluctuations in fuel prices that depend on subsidy
policies

E-commerce activities that continue to increase
will also increase courier and logistics activities

Food and Beverages

Itis a basic need, which tends not to be affected
by slowing economic activity

Exchange rate weakening that push up raw
materials price

Disruption to global food production due to the
Russia-Ukraine war is expected to continue, pushing
raw materials prices up

Multifinance

Sales of 2W and 4W are expected to continue
to grow in 2023

Interest rates increase will hamper demand for
consumption financing

Coal Mining

Asignificant increase in production capacity in
2022 has the potential to boost volume in 2023

The price is expected to decrease considerably
compared to 2022 prices (2023 USD 250/ton,
World Bank)

Slower demand from the export market due to the
global economic slowdown

Automotive

The purchasing power of the upper middle
income class is still relatively strong

Interest rate increase will drive down demand of
Vehicle Loans

The Electric Vehicle trend has the potential to
increase sales to the upper middle class

Exchange rate weakening that push up raw
materials price

Petrochemicals

Demand is expected to continue to grow in line
with the positive economic growth

Fluctuations in raw material prices and product
selling prices are expected to occur in 2023 in line
with the volatility of global commaodity prices

Exchange rate weakening that push up raw
materials price

Poultry

Itis a basic need, which tends not to be affected
by slowing economic activity

Exchange rate weakening that push up raw
materials price

Disruption to global food production due to the
Russia-Ukraine war is expected to continue, pushing
raw materials prices up

Table 29. Opportunities and Challenges for Several Sectors in 2023. Source: PermataBank Economic Research.
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b.2. Anticipating the deceleration of export.

The global economic slowdown also has the potential to slow down Indonesia's export
performance, in line with the growth deceleration of the leading export destination. Of the
20 biggest export destination for Indonesia’s in 2021, 17 are expected to experience lower
growth in 2023. These countries hold 61% of the total value of Indonesia's exports in 2021.
Meanwhile, three countries are predicted to still grow higher in 2023 than this year. The
three countries include Hong Kong, China and Thailand.
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Graph 31. Economic Growth of Top 20 Indonesia’s Trading Partner. Source: IMF, PermataBank Economic Research

Furthermore, scrutinizing the export product, raw commodities dominate these countries'
imports from Indonesia. Coal and Palm Oil were the most frequent products in the Top 5
export by value in 2021. In more detail, 13 of 17 counties recorded Palm Qil as the Top 5
commodities imported from Indonesia, followed by Coal (10 of 17). Only Footwear, one of
the manufacturing sector products, has become the third most frequent product in the Top 5
in 6 of 17 countries. Thus, the demand for these products from the export market has the
potential to decrease going forward as the export destination may experience an economic

growth deceleration.
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Economic Outlook 2023

Graph 32. Product that included in Top 5 Product being Imported from Indonesia in Each Country (Number of Countries). Source:

Trademap, PermataBank Economic Research

b.3. The impact of declining commodity price to Indonesia

As we advance, declining global commodity prices could push down Indonesia's economic

growth. Raw commodities' role in supporting Indonesia's economic performance in the

recent period is relatively strong, as shown by Indonesia's source of economic growth

driven by Net Exports. Furthermore, based on our analysis, the relationship between

Indonesia's economic growth and the movement of global commodity prices has increased

in the last periods. The increasing relationship is shown by the increasing correlation

between Indonesia's economic growth with commodity price index growth in the last cycle

that occurring currently. Thus, the expectation of a global commodity price decline may

potentially risk Indonesia's economic growth.
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Commadity Cycle on three important Commaodities for Indonesia (August 20025100; Monthly Average
Price)

\/
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Cycle1

Cycle2

Cycle3

Cycled
(Ongoing)

Graph 33. Commodity Cycle for Indonesia’s Important Commodities. Source: PermataBank Economic Research

Start

No. of

Eod Months

Peak

Start
Price

End Price

Average
Price

Std.
Deviation

%
Deviation

Apr-03| Dec-08 b b 434

Cycle 2 Jan-09| Jan-16 85 124.6 45.9 32.6 89.0 24.9 27.9
Cycle 3 Feb-16| Apr-20 51 80.6 33.6 27.4 58.4 11.9 205
Cycle 4 May-20| On Going 29 117.4 32.3 93.7 74.1 24.6 33.1
No. of . Average %

Months End Price Deviation

Cyclel May-03| Sep-09 77 1795 231 67.8 64.7 33.1 51.1
Cycle 2 Oct-09| Apr-16 79 132.8 71.6 50.5 86.5 22.4 259
Cycle 3 May-16| May-20 49 117.7 51.0 51.6 85.3 18.3 215
Cycle 4 Jun-20| On Going 28 438.5 53.7 340.6 196.8 134.3 68.2
No. of Peak Siclgs End Price Average %

Months Price Price Price Deviation Deviation

Cyclel Sep-03| Nov-08 63 1144.2 375.2 4325 555.1 2344 42.2
Cycle 2 Dec-08| Dec-18 122| 1253.6 441.2 463.1 7414 183.2 24.7
Cycle 3 Jan-19| May-20 16 730.8 518.2 498.4 544.0 77.6 14.3
Cycle 4 Jun-20| On Going 2o|JFTEE]  573.8] 870.4] 1039.1 90.4 27.9
Average Start End No. of Peak Start End| Average Std. %
Index Months Index Index Index Index| Deviation| Deviation
Cyclel Apr-03| Mar-09 72 510.3 95.5 194.2 212.0 94.4 445
Cycle 2 Apr-09| Oct-15 79 424.1 2119 182.0 310.1 65.0 20.9
Cycle 3 Nov-15| May-20 55 305.8 174.2 154.5 235.9 42.0 17.8
Cycle 4 Jun-20| On Going 28 818.4 174.9 665.3 456.2 49.7

Table 30. Commodity Cycle for Indonesia’s Important Commodities. Source: PermataBank Economic Research
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Graph 34. Scatterplot of Indonesia’s GDP Growth and Commaodity Price. Source: PermataBank Economic Research

R2 Value Cyclel Cycle 2 Cycle 3 Cycle 4
Indonesia's GDP 0.0379 0.6227 0.1306 0.815
Investment GDP 0.2972 0.3355 0.191 0.6945
Commercial Vehicle 0.3093 0.5772 0.3087 0.655
4W Sales 0.3827 0.6795 0.3026 0.6168

Table 31. R-square value of Several Economic Indicators with Commodity Prices. Source: PermataBank Economic Research
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