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• The Fed has yet again opted to maintain the Fed Funds Rate at 5.25 – 5.50%, as expected. 

Despite the solid pace of economic expansion, with predominantly positive revisions regarding 

US macroeconomic conditions, the central bank has upheld its expectation of a 75 bps rate 

cut in 2024. However, it has slightly adjusted its rate cut projections for 2025, reducing 

expectations from a 100 bps cut to 75 bps, in light of the anticipated ongoing economic 

momentum. 

• One of the primary factors influencing the Fed's decision is the persistent concern surrounding 

inflation. Despite the robust economic activity, there are fears that sustained growth may 

exacerbate inflationary pressures. In its latest projections, the Fed has revised upwards the 

core inflation figure from 2.4% to 2.6%, which could dampen the rationale for implementing 

rate cuts. This shift in the inflation outlook has also contributed to a decline in market 

expectations for future rate cuts, which have halved from 150 bps earlier in 2024. 

• Interestingly despite the shift in rate outlook, the USD has not exhibited a significant 

strengthening. This is a curious phenomenon, which can be explained probably by relatively 

subdued inflows into the US. In our recent report, we examined a “gold rush” in China, 

whereby higher demand from both the PBoC (for geopolitical reasons) and retail investors 

(for safety reasons) have driven up the gold price. This is paralleled by an incipient increase 

Executive Summary 

▪ The Fed maintained the Fed Funds Rate at 5.25 – 5.50% and upheld its expectation of a 75 

bps rate cut in 2024, while adjusting 2025 rate cut projections to 75 bps primarily due to 

persistent inflation, contributing to the halved market expectations. 

▪ The USD has not strengthened significantly due to subdued inflows and the “gold rush” in 

China, raising the prospect of “fiscal dominance” leading to negative real rates. 

▪ Negative real rates may offer relief to Indonesia amid limited foreign appetite for SBN, while 

recent improvements in commodity prices provide temporary support for FX revenue, allowing 

BI to stay the course. 

▪ Liquidity shortages persist and may escalate with the upcoming Lebaran festivities, alongside 

corporations’ still-strong investment needs amid weak revenue due to commodity price 

declines. 

▪ The liquidity shortage and narrow trade balance in February imply wider current account 

deficits, though mitigated by ample FX reserves and a stable Rupiah, prompting BI to likely 

postpone BI Rate cuts until the latter half of 2024. 
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in other commodity prices, driven in part by similarly-rising demand (or expectations thereof) 

from China. 

• This may provide a glimpse at a future scenario of “fiscal dominance”, whereby the Fed is 

unable to sufficiently tighten policy to fight inflation, due to the need to finance US Treasury 

issuance. Rising commodity prices could provide renewed impetus to global inflation, while 

China’s shift towards gold reduces the amount of surplus that is recycled to USTs. Under this 

situation, the Fed could be forced to start stabilizing the UST market again or, at least, frozen 

in stasis and eventually caused real rates to turn negative again. 

• While this scenario is still uncertain, negative real rates could provide a tonic for emerging 

markets including Indonesia. This is particularly true given that foreign appetite for the 

government bonds (SBN) has been very limited, including after the Elections. In response to 

the outflows – and banks’ shift towards higher-yielding SRBI – BI is now having to once again 

intervene and buy up SBN. This helps suppress yields, but at the same time the lower yields 

exacerbate the weak foreign demand for SBN. 

• The recent improvements in commodity prices could also provide a temporary buffer for 

Indonesia's FX revenue, while the rally in the gold market has boosted the value of BI’s 

reserves on a mark-to-market basis, mitigating potential strains on BI's FX reserves. All the 

same, the relatively flat trajectory of the USD also reduces the urgency for any immediate 

drastic measures from BI, affording the central bank the opportunity to monitor developments 

and respond prudently to unforeseen challenges in the future. 

• However, concerns over liquidity shortages persist, evidenced by widening gap between loan 

growth and deposit growth (11.28% YoY vs 5.66% YoY, respectively), along with erratic 

movements in the Indonia money market benchmark rate over the last month. This pervasive 

liquidity shortage may escalate with the upcoming Lebaran festivities, posing (hopefully 

temporary) headwind to loan growth. 

• The high and volatile Indonia rates probably reflect increased demand for cash, during the 

Elections and now the Muslim fasting month (Ramadan). Since a lot of the spending for low-

income Indonesians are still conducted on a cash basis, this is probably a good sign for basic 

consumption in Q1-24. However, we are still doubtful about discretionary spending by the 

middle- and upper-classes, who seems intent on replenishing their savings instead of 

consuming. 

• Corporations, both private and state-owned, continue to grapple with decreased revenue due 

to commodity price declines, though improvement could begin should the rebound in 

commodity prices continue. It is this weak revenue, coupled with still-strong investment 

needs, that explains the strong loan growth and the liquidity shortage. 

• This liquidity shortage, as well as the narrow trade balance in February, would probably 

translate to wider current account (CA) deficits, although this is mitigated by the ample FX 

reserves and a relatively stable Rupiah. Given the heightened uncertainty surrounding Fed 

rate outlook, however, BI is likely to delay its plans to cut the BI Rate at least until the latter 

half of 2024. One quick fix, should the liquidity shortage continue, would probably be lowering 

the Reserve Requirement Ratio (RRR) – currently at 9% - although BI would also have to 

weigh it against the risk of inflation due to greater monetary circulation. 
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Panel 4. The now-subdued inflationary pressures widen Indonesia’s real rate differentials, but 
BI would need to stay vigilant given the still apparent risk of food inflation  
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Panel 6. Energy has been the main source of US inflation volatility in recent months 

Source: US BLS, Bloomberg 
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Panel 11. Declining bill issuance in the upcoming months could help replenish the RRP and 

allow the Fed to continue QT 

Source: St. Louis Fed 
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Selected Macroeconomic Indicator 

 
 

Source: Bloomberg, BI, BPS 
Notes: 
*Data from earlier period 
**For changes in currency: Black indicates appreciation against USD, Red otherwise 
***For PMI, >50 indicates economic expansion, <50 otherwise 
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Indonesia – Economic Indicators Projection 

*Estimated number 

** Estimation of Rupiah’s fundamental exchange rate 
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