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BI rate and US Funds Rate: spreads remain high



Foreign Reserves steadily increasesg y

95 395.3



Capital inflows to EM



Capital Inflowp

 Demand driven or supply driven?
 If demand driven:

 Current account deficit  exchange rate 
appreciation will worsen the situationappreciation will worsen the situation

 Supply driven: looking for higher return  Supply driven: looking for higher return 
 allow appreciation (not much on Fiscal 
and monetary policy)and monetary policy)



Good problem: managing 
capital inflow

World Bank, 2010



Impossible Trinityp y

• Inflation: keep exchange rate at the 
expense of monetary policy?p y p y

 Exchange rate: nominal or real  Exchange rate: nominal or real 
appreciation

 Capital Mobility: macro prudential, 
supply side



Good problem: managing capital inflows

Push and pull factor: 
L   i t t t  ( ti  i t t t ) h it l t  EM • Low  interest rate (negative interest rates) push capital to EM 
supply driven vs  higher return at EM, including Indonesia, but 
local absorptive capacity is limited

Policy options
 Exchange rate appreciation vs sterilization
 Restriction on capital inflow , more on macro prudential (SBI)
 Tighter fiscal policy ? Not possible due problem of infrastructure
 Accelerate debt repaymentAccelerate debt repayment
 Trade liberalization
 More IPOs
 I f t t  d l t  THIS IS th  t i t t Infrastructure development. THIS IS the most important
 IF we do not handle this capital inflow issue carefully, there is a 

potential for economic bubble:



Risk of oil pricep
Do nothing scenario:
 Higher oil price  pressure on budget

inflation overhang fisher effect expected 
fl b d k linflation  bond market  reverse capital 

outflow
F l i  djFuel price adjustment:
 Adjust gasoline price  inflation increase 

li d t d i fl ti     realized expected inflation  no more 
inflation overhang macrostabilty, though 
inflaton maybe higherinflaton maybe higher


