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FX Insight

What Indonesia’s Export
Proceeds Possible Rule Revision
Implies?

Export Proceeds Rule Revision being Considered

Recently, Indonesia announced the potential of rule revisions
related to requiring exporters to keep proceeds locally. The
government has argued that the revisions are needed to prevent
a drying up of the FX reserves. Indonesia already has an existing
regulation that requires exporters of natural resources to
repatriate income back home although there is no time limit to
keep it locally nor any mandatory conversion. However, the
government is now looking to expand the number of sectors
covered by the rule in addition to creating requirements on time
limits and the amount of money to be kept. Based on our
investigation, the rule revision looks to put Indonesia at a similar
position to Malaysia and Thailand - two other peer countries in
ASEAN that have such regulations. To date, the government has
started with an incentive driven approach rather than any hard
rule revision by providing higher term deposit rates for USD kept
onshore. Take up so far looks rather low but this could be due to
exporters still trying to sense the direction of the government.

What would the Impact be on the IDR?

Concerns regarding the FX proceeds rule revision is whether it
risks hurting FDI if it creates challenges to doing business.
However, the decision for a company to invest in a country is
driven by more than just one regulation. Over the years, FDI (%
of GDP) has actually been fairly steady despite the introduction
of the current set of FX proceeds rules in 2019. Based on our fair
value estimation model, we found that a 1% decrease in FDI (% of
GDP) can lead to a 0.06% increase in the USDIDR, which implies
the currency is somewhat sensitive to FDI. Aside that, another
area of impact is on FX reserves where Economic Affairs Minister
Airlangga Hartarto has said it could rise by $40-$50bn. However,
FX reserves are mainly effectively used to stabilize a currency in
the short-run. As a note, our fair value estimates for the USDIDR
stands ~13300, implying the IDR being currently undervalued.

Chart 1: Bl Foreign Reserves and USDIDR 2022
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Source: Bloomberg, Maybank FX Research and Strategy
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Background and Current Developments

Recently, the Indonesian government has spoken about a plan to review a
regulation on the retention of export earnings onshore in Indonesia.
Coordinating Minister for Economic Affairs Airlangga Hartarto has said that
a revision in the regulation could help bump up the country’s FX reserves
by $40bn - $50bn. He has also noted that “the government is also looking
at what needs to be done so that Indonesia’s FX does not run dry”.

The current regulation which had taken effect in 2019 requires companies
in the natural resources industries (e.g. coal, minerals, oil, gas, etc) to
keep their export proceeds locally in either IDR or special accounts
available in USD, EUR, JPY and CNY. The proceeds must be deposited
locally by the third month latest following the customs export notification.
There is also no time limit on how long the proceeds have to be kept
onshore.

Proposed revisions or additions as implied are possibly looking at
expanding the number of industries (to include manufacturing) that would
be covered and requiring exporters to keep their proceeds onshore for at
least three months. Airlangga Hartarto had also talked that only exporters
with proceeds of at least $250,000 would be subject to the rules.
Regarding whether exporters would be required to undertake mandatory
conversion to IDR, Bank Indonesia (Bl) Governor Perry Warjiyo has said that
the new rules were still being discussed including “the pros and cons” of
such a requirement.

As of now, it still seems that Indonesia is starting off with a more incentive
driven approach rather than immediately jumping into implementing any
hard rule. The central bank has recently just unveiled new USD term
deposits onshore rates (see table 1). At the inaugural offer, it appears that
exporters had only placed $15m of deposits and all in the one month tenor.
In another statement on 7 Mar 2023, Bl mentioned that they received
another $21.75m and whilst it was higher than the initial amount received,
it all continued to still be placed in the shorter one month tenor.

Table 1: New Term Deposit Facility for USD

Tenor $1m - $5m | $5m - $10m >$10m usD
Certificate
of Deposit*

1 - month 4.54% 4.59% 4.64% 4.79%
3 - month 4.82% 4.87% 4.92% 4.96%
6 - month 5.10% 5.15% 5.20% 5.26%

Source: Bank Indonesia, Maybank FX Research and Strategy
*As of 10 March 2023

What could be Driving this Move by the Government?
There are a few factors that could be driving the government’s push for
exporters to keep their USD proceeds onshore. Among them include:

1) The decline of Bl’s reserves in 2022: Despite the IDR holding up
well for much of the year, in addition to a strong trade
performance, the foreign reserves actually fell. The need to pay
government external debt and limited repatriation and FX
intervention later in the year undertaken by Bl to stabilize the IDR
may have resulting in the draining of the reserves. The reserves
would only recover in the final two months of 2022 when US
inflation fear subsided slightly and income from other sources had
come in such as state oil and gas revenue, receivables in tax and
service fees.
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2) IDR’s performance subdued despite trade surplus: Whilst
initially the IDR held up, it later on saw a substantial decline
towards the final months of 2022 despite the country continuing
to hold up a trade surplus. Even in 2023, the country still recently
saw a trade surplus in Jan and yet the IDR is now seeing heavy
weakening (though there was some stability for the currency in
Feb). For certain, external factors such as the Fed hawkishness
and the aggressive pace of tightening have been weighing on the
IDR but the government may wish to realize more of the benefits
from the trade surplus to offset the negative factors.

Comparison with other South East Asian countries

Out of the five major South East Asian economies (Singapore, Malaysia,
Thailand, Indonesia and The Philippines), only two others have regulations
related to keeping export proceeds - Malaysia and Thailand. Compared to
Malaysia, Indonesia’s current regime is seen as less restrictive given that
it only covers certain industries, namely natural resources. In comparison
to Thailand, Indonesia’s current rules on the one hand can be seen as
tighter given that the full amount of money has to be repatriated (versus
Thailand’s $1,000,000 or more threshold). On the other though it is less
comprehensive than Thailand as it only covers certain industries, namely
natural resources. Despite both Malaysia and Thailand having such rules,
FDI for both countries has generally actually held up quite well. Malaysia
in fact saw a pick-up in FDI in 2022. This may appear to imply that FDI
inflows can be determined by more than just one regulation.

Should Indonesia implement all the rule revisions and additions that the
government has so far been known to have talked about, it would result
in the country having a regulatory regime that can be seen as more similar
to those two in terms of its tightness. The others may not have a time limit
on proceeds retention like Indonesia is looking to introduce but Indonesia
is also looking at applying the rule to a threshold of $250,000 or more and
possibly expand it only to certain industries. Malaysia requires the full
amount to be repatriated and both Thailand and Malaysia applies their
rules to goods related industries.

Table 2: Regulations related to Repatriation of Export Proceeds for
Malaysia, Thailand and Indonesia

Country Amount Currency Time Limit on Applicable
Retention Industries
Indonesia (Current) Full IDR or Foreign None Natural Resources

Currency but note
the special account
available in USD,
EUR, JPY and CNY

Indonesia >$250,000 usb 3 months Not fully specified
(Known Proposed (30% of their yet but may
Revisions/Additions) earnings) include natural

resources and
manufacturing

Malaysia Full MYR or Foreign None Goods Related
Currency Industries

Thailand >$1,000,000 THB or Foreign None Goods Related
Currency Industries

Source: Respective Government Websites, Maybank FX Research and Strategy

What would the Impact be on the IDR?

Concerns regarding the FX proceeds rule revision is whether it could risk
making it more challenging to do business in the country, hurting FDI
inflows. However, the decision for a company to invest in a country can be
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determined by more than just one regulation. Other positive factors such
as access to raw materials or the market can outweigh other cons of doing
business in a particular country. Over the years, FDI (% of GDP) as a whole
has actually been fairly steady despite the introduction of the current set
of FX proceeds rules back in 2019. Back to the currency, based on our fair
value estimation model, we found that a 1% increase in FDI (% of GDP) can
lead to a 0.06% decrease in the USDIDR pair, which implies the currency is
somewhat sensitive to FDI.

Aside that, Coordinating Minister for Economic Affairs Airlangga Hartarto
has said that the revision could help bump up the country’s FX reserves by
$40bn - $50bn. If we take the upper end of the figure of $50bn, that would
mean a 36% increase from the current levels of reserves that stood at
about $140.30bn as of Feb 2023. The increase would also imply 8.4 months
of imports or 8.1 months of imports and servicing government’s external
debt would then be covered versus the current amount of 6.2 months of

imports or 6.0 months of imports and servicing government’s external debt.

The IMF has stated that the traditional “rule of thumb” that has been used
to guide reserve adequacy suggests FX reserves should cover 3 months’
worth of imports. However, foreign reserves are usually mainly effectively
used to stabilize a currency during periods of high pressure in the short-
run. Furthermore, we also have to take into account that the initial take
up of the current USD deposit offers has been rather low. However, that
could also be due to exporters still trying the sense the policy direction of
the government. Long run strength of a currency would still mainly be
determined by its fundamentals as a whole.

As a note, our current fair value estimates of the USDIDR finds that the
pair should be around 13300. Based on this calculation, this would imply
that the IDR is undervalued versus the USD given it was last seen trading
around 15380.

Chart 2: Estimated Fair Value of USDIDR
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Source: Bloomberg, Maybank FX Research and Strategy

Note: Fair value is estimated based on an OLS regression with USDIDR against real 10 year
yield differential (UST - IGB), current account (% of GDP) differential (US - Indonesia),
Reflation Proxy (MSCI World Index/Bloomberg Global-Aggregate Total Return Index), FDI (%
of GDP) and Peninsular Malaysian Palm Oil Board Crude Palm Oil fob Spot Price.
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES

DISCLAIMERS

This research report is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as an offer to sell or a solicitation
of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate and that each security’s price or value may rise or fall. Opinions
or recommendations contained herein are in form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different
methodologies and are purely based on price and volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns
may be less than the original sum invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment advice and does
not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read this report. Investors should therefore seek
financial, legal and other advice regarding the appropriateness of investing in any securities or the investment strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Maybank Investment Bank Berhad, its
subsidiary and affiliates (collectively, “Maybank IBG”) and consequently no representation is made as to the accuracy or completeness of this report by Maybank IBG and it should not be
relied upon as such. Accordingly, Maybank IBG and its officers, directors, associates, connected parties and/or employees (collectively, “Representatives”) shall not be liable for any direct,
indirect or consequential losses or damages that may arise from the use or reliance of this report. Any information, opinions or recommendations contained herein are subject to change at
any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”,
“forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions made and information currently available to us and are subject to certain risks and uncertainties that could cause the actual results to
differ materially from those expressed in any forward looking statements. Readers are cautioned not to place undue relevance on these forward-looking statements. Maybank IBG expressly
disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the
occurrence of unanticipated events.

Maybank IBG and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law, from time to time
participate or invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit business from such issuers, and/or have a position or
holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto. In addition, it may make markets in the securities
mentioned in the material presented in this report. One or more directors, officers and/or employees of Maybank IBG may be a director of the issuers of the securities mentioned in this
report to the extent permitted by law.

This report is prepared for the use of Maybank IBG’s clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in whole or in part in any
form or manner without the prior express written consent of Maybank IBG and Maybank IBG and its Representatives accepts no liability whatsoever for the actions of third parties in this
respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where
such distribution, publication, availability or use would be contrary to law or regulation. This report is for distribution only under such circumstances as may be permitted by applicable law.
The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Without prejudice to the foregoing, the reader is to note that additional
disclaimers, warnings or qualifications may apply based on geographical location of the person or entity receiving this report.

Malaysia

Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations
apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia Securities Berhad in the equity analysis.

Singapore

This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Research Pte. Ltd. (“MRPL") in Singapore has no obligation to update
such information for any recipient. For distribution in Singapore, recipients of this report are to contact MRPL in Singapore in respect of any matters arising from, or in connection with, this
report. If the recipient of this report is not an accredited investor, expert investor or institutional investor (as defined under Section 4A of the Singapore Securities and Futures Act), MRPL
shall be legally liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.

Thailand

Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of Maybank Securities (Thailand) Public
Company Limited. Maybank Securities (Thailand) Public Company Limited (“MST”) accepts no liability whatsoever for the actions of third parties in this respect.

Due to different characteristics, objectives and strategies of institutional and retail investors, the research products of MST Institutional and Retail Research departments may differ in either
recommendation or target price, or both. MST reserves the rights to disseminate MST Retail Research reports to institutional investors who have requested to receive it. If you are an
authorised recipient, you hereby tacitly acknowledge that the research reports from MST Retail Research are first produced in Thai and there is a time lag in the release of the translated
English version.

The disclosure of the survey result of the Thai Institute of Directors Association (“I0D”) regarding corporate governance is made pursuant to the policy of the Office of the Securities and
Exchange Commission. The survey of the 10D is based on the information of a company listed on the Stock Exchange of Thailand and the market for Alternative Investment disclosed to the
public and able to be accessed by a general public investor. The result, therefore, is from the perspective of a third party. It is not an evaluation of operation and is not based on inside
information. The survey result is as of the date appearing in the Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. MST does
not confirm nor certify the accuracy of such survey result.

The disclosure of the Anti-Corruption Progress Indicators of a listed company on the Stock Exchange of Thailand, which is assessed by Thaipat Institute, is made in order to comply with the
policy and sustainable development plan for the listed companies of the Office of the Securities and Exchange Commission. Thaipat Institute made this assessment based on the information
received from the listed company, as stipulated in the form for the assessment of Anti-corruption which refers to the Annual Registration Statement (Form 56-1), Annual Report (Form 56-2),
or other relevant documents or reports of such listed company. The assessment result is therefore made from the perspective of Thaipat Institute that is a third party. It is not an assessment
of operation and is not based on any inside information. Since this assessment is only the assessment result as of the date appearing in the assessment result, it may be changed after that
date or when there is any change to the relevant information. Nevertheless, MST does not confirm, verify, or certify the accuracy and completeness of the assessment result.

us

This third-party research report is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended)
only by Wedbush Securities Inc. (“Wedbush”), a broker-dealer registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as amended). All responsibility for the
distribution of this report by Wedbush in the US shall be borne by Wedbush. This report is not directed at you if Wedbush is prohibited or restricted by any legislation or regulation in any
jurisdiction from making it available to you. You should satisfy yourself before reading it that Wedbush is permitted to provide research material concerning investments to you under relevant
legislation and regulations. All U.S. persons receiving and/or accessing this report and wishing to effect transactions in any security mentioned within must do so with: Wedbush Securities
Inc. 1000 Wilshire Blvd, Los Angeles, California 90017, +1 (646) 604-4232 and not with the issuer of this report.
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UK

This document is being distributed by Maybank Securities (London) Ltd (“MSUK”) which is authorized and regulated, by the Financial Conduct Authority and is for Informational Purposes only.
This document is not intended for distribution to anyone defined as a Retail Client under the Financial Services and Markets Act 2000 within the UK. Any inclusion of a third party link is for
the recipients convenience only, and that the firm does not take any responsibility for its comments or accuracy, and that access to such links is at the individuals own risk. Nothing in this
report should be considered as constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own inde pendent tax advisers.
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