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= Bank Indonesia increased its policy rate by 25 bps to 5.50%,
ahead of the regular policy meeting scheduled for next week. The
surprise move appears to have been well received by the market, with
the USD/IDR exchange rate strengthening by as much as 113.5 points
from its opening level to IDR 18,045/USD after the news broke, while
the equity market also rallied.

= BI is not sugarcoating the rationale behind the unscheduled rate
hike. The official communiqué reveals the central bank’s view on
inflation (see Chart 4), judging it to be significant enough to warrant
such a pre-emptive move. BI also acknowledged that stronger
domestic demand for FX, driven by the worsening external
balance, together with continued capital outflows, had caused
the Rupiah to weaken more than expected, prompting the central
bank to show greater tolerance for higher yields to attract investors
(see Chart 3).

= Nevertheless, the central bank is not abandoning the fiscal-
monetary coordination for higher growth, which has now
officially become part of its mandate. Despite ceasing its operation in
the SBN market, BI has announced an expansion to its repo facility,
providing the liquidity needed for banks to maintain their activity in
the SBN market (see Chart 2).

= BI will also start offering higher remuneration on the government’s
cash reserves, providing the government with additional revenue that
may help offset the higher interest burden. As a result, the
government may continue to face limited urgency to deliver on
its frequently touted budget-saving campaign, thereby prolong-
ing the dynamic that has thus far driven some investors towards the
exit.

= Finally, while the unscheduled rate hike has been largely positive,

more things need to be done for the Rupiah to turn the corner.

For instance, triple deficits (CA, fiscal, S-I gap) continue to weaken Rupiah’s fundamental, meaning

that investors may demand higher yields to compensate against the risk. More rate hikes may be on

the horizon, although it remains to be seen how this outlook will hold amid the weakening growth

momentum.
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n Bl has shown bias towards exchange rate stability in the past two meetings
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n Bl signals greater tolerance for higher yields, aimed at attracting capital inflows
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n Bl may need to keep its policy rate high as inflation risks may gnaw on the real interest rate

Real interest rates (10Y Sovereign bond yield -
CPlinflation, %), per country:

Nominal effective exchange rate (NEER), YTD %
changes per country:
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Selected Macroeconomic Indicators
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EU 2.15 Jun-25 -1.05 Oil (Brent, $/brl) 94.3 101.3 -7.0
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DJIA 50,786.0 | 49,609.2 2.37 Eurozone 51.6 52.2 -60
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Indonesia - Economic Indicators Projection

2020 2021 2022 2023 2024 2025 2026E
Real GDP growth (% YoY) -2.1 3.7 5.3 5.0 5.0 5.1 5.1
Nominal GDP growth (% YoY) -2.5 9.9 15.4 6.7 6.0 7.6 8.0
GDP per capita (USD) 3912 4350 4784 4920 4960 5083 5457
CPl inflation (% YoY) 1.7 1.9 5.5 2.6 1.6 2.9 3.3
Bl Rate (%) 3.75 3.50 5.50 6.00 6.00 4.75 6.25
SBN 10Y yield (%) 5.86 6.36 6.92 6.45 6.97 6.05 7.26
USD/IDR exchange rate (average) 14,529 14,297 14,874 15,248 15,841 16,468 17,600
USD/IDR exchange rate (end of year) 14,050 14,262 15,568 15,397 16,102 16,690 18,171
Trade balance (USD Bn) 21.7 35.3 54.5 37.0 31.0 41.1 19.2
Current account balance (% of GDP) -0.4 0.3 1.0 -0.1 -0.6 -0.1 -1.3

Notes:

+ USD/IDR exchange rate projections are for fundamental values; market values may diverge significantly at any moment in time
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DISCLAIMER

This report is for information only, and is not infended as an offer or solicitation with respect to the purchase or sale of a security. We deem
that the information contained in this report has been taken from sources which we deem reliable. However, we do not guarantee their
accuracy, and any such information may be incomplete or condensed. None of PT. Bank Central Asia Tk, and/or its affiliated companies
and/or their respective employees and/or agents makes any representation or warranty (express orimplied) or accepts any responsibility or
liability as to, orin relation to, the accuracy or completeness of the information and opinions contained in this report or as to any information
contained in this report or any other such information or opinions remaining unchanged after the issue thereof. The Company, or any of its
related companies or any individuals connected with the group accepts no liability for any direct, special, indirect, consequential, incidental
damages or any other loss or damages of any kind arising from any use of the information herein (including any error, omission or
misstatement herein, negligent or otherwise) or further communication thereof, even if the Company or any other person has been advised
of the possibility thereof. Opinion expressed is the analysts’ current personal views as of the date appearing on this material only, and subject
to change without notice. It is intfended for the use by recipient only and may not be reproduced or copied/photocopied or duplicated or
made available in any form, by any means, or redist fed to others without written permission of PT Bank Central Asia Tok.

All opinions and estimates included in this report are based on certain assumptions. Actual results may differ materially. In considering any
investments you should make your own independent assessment and seek your own professional financial and legal advice. For further
information please contact: (62-21) 2358 8000, Ext: 1020451 or fax to: (62-21) 2358 8343 or email: eri_tristanto@bca.co.id




