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FOMC: The Silent Hawk

+ The Fed kept its policy rate unchanged at 3.50%-3.75%,
unanimously, under new chairman Kevin Warsh which was
widely expected. The surprise came from the hawkish members, as
the projections were split evenly: 9 members expected interest rates
to rise, while the other 9 expected no rise (with 1 expecting a cut),
sand Warsh himself did not vote.

« The meeting marks a pro-stability path forward. The Fed’s
median projection for PCE inflation by year-end is 3.6% (up from
2.7% in March). In response, US markets closed with stocks edging
lower, short-term yields rising, and market expectations jumping to
an 85% probability of a hike this year.

« The other significant change is in how the Fed will communicate.
The FOMC statement was cut to only one-third the length of the
previous one, focusing solely on current conditions and eliminating
forward guidance. Beyond the statement, Fed communication will
be less frequent, reserved only for truly important matters.

- The market appears uncertain about the significance of this
communication shift and whether it will truly improve price discovery
by reducing Fed-generated noise. However, in theory, less forward
guidance also implies greater volatility around economic data
releases and could cause other central banks to struggle to
align their policies effectively.

+ Communication is only one of five task forces on Warsh’s agenda;
the other four are: the Fed’s balance sheet, the use of and reliance on
existing data sources, productivity and jobs, and the Fed’s inflation
framework. What can we anticipate from this new task force? Based
on Warsh’s previous remarks, one might speculate that it could
involve adjustments to the inflation target, productivity and output
gap calculations. Or, essentially, could it be a move to pave the
way for lower policy rates and a shrinking balance sheet? Time
will tell.

* Recent developments present a less hawkish outlook: a potential
US-Iran deal and the looming midterm election may also soften

Trump'’s stance on the unpopular war. Nevertheless, the normalization of oil prices does not alter
the fact that the US M2-to-GDP ratio was already elevated, thereby severely limiting the Fed’s room
to cut rates even before the war. Our current expectation for Fed rates is broadly in line with market
consensus: one rate hike this year and potentially one more in 2027.
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BI Rate: The tightening continues

+ Reacting to the Fed's hawkish tone and the ensuing pressure on emerging market assets, Bank
Indonesia (BI) raised its benchmark policy rate by 25 bps to 5.75% during the June 2026
meeting (making a total of 100 bps hike in the last two months). Unfortunately, this has not
yet offset the Fed effect, resulting in the USD/IDR exchange rate depreciating by 145 points (-
0.82%) after the announcement.

« In addition to the Fed, investors are seemingly adopting a ‘wait-and-see’ stance ahead of
MSCI announcements concerning Indonesia's emerging market status and whether MSCI will lift
its freeze on adding new index constituents.

« To further defend the currency, BI once again reduced the threshold for FX purchases without
underlying documents from USD 25,000 to USD 10,000 per person per month and adjusted the
threshold for documentary requirements for outbound fund transfers in foreign currency from an
equivalent of over USD 50,000 to an equivalent of over USD 25,000 (both effective July 1st). This
move is also highly anticipated, given that ‘other investment’ was a significant contributor
to the Q1 balance of payments (BoP) deficit.

« A rather surprising development is that credit growth remained robust, sharply accelerating
to 11.51% YoY in May-26 (up from 9.98% YoY in Apr-26). We assume government-related
programs are a key driver, much like they were for Q1 economic growth, particularly with the
introduction of another program, namely the establishment of PT Danantara Sumberdaya Indonesia
(DSI).

* Looking ahead, we expect BI to maintain a higher-for-longer policy stance, with an
additional 25-50 bps hike for this year still on the table, pretty much in line with the Fed.
The easing of tensions in the Middle East has indeed reduced pressure on energy prices; however,
the current exchange rate still poses an inflation risk, and there is still a risk of food inflation due
to El Nifio in H2-26.
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n InDONIA surges past the Bl rate as aggressive SRBI issuance outpaces repo liquidity injections
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n Both loan and deposit growth accelerate sharply despite the higher interest rate environment

Loan to deposit ratio (LDR) - rhs

= 0an growth

= Deposit growth

15% YoY 90%
86.6%
10%
80%
5%
75%
Source: OJK, Bl, BCA Macroeconomic Research
0% T T 70%
Jan-22 Feb-23 Mar-24 Apr-25 May-26

ﬂ 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 - CPI
inflation, %), per country:

Mexico 5.36
Indonesia 4.29

Philippines

India

UK

Malaysia

France

Japan

South Korea

Australia

Canada

Italy

China

Germany

USA

Source:

0.32 Bloomberg, BCA
Singapore 0.32 Macroeconomic
Research

Vietnam  -1.26

-3 0 3 6

Nominal effective exchange rate (NEER), YTD %
changes per country:

Brazil 6.62%
Australia 5.76%
China 4.99%
Mexico 4.28%
South Africa 1.69%
Singapore
Malaysia -0.20%
Vietnam -0.20%
UK -0.22%
USA -0.33%
Euro -1.47%
Philippines -2.25%
Canada -2.44% Source:
Japan -2.50% Bloomberg, BC.A
Macroeconomic
India -5.47% Research
South Korea -5.50%
Indonesia -6.64%
-20% -10% 0% 10%



n DXY index move upward due to the more hawkish tone
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n A higher rate expectation from the Fed's projection is followed by an increase in FFR expectations
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n The Fed's balance sheet remains ample for now, subject to change as Warsh wants to shrink it
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n While wage growth is slowing, job gains remain robust in recent months
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Selected Macroeconomic Indicators
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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 9.0
GDP per capita (USD) 3912 4350 4784 4920 4960 5083 5128
CPlinflation (% YoY) 1.7 1.9 5.5 2.6 1.6 2.9 4.5
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 8.01
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 intended 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 Tbk, and/or its affiiated companies
and/or their respective employees and/or agents makes any representatfion 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 redistributed to others without written permission of PT Bank Central Asia Tbk.

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




