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Unexpectedly, Bl Rate Lowered by 25 bps

In a surprising move, Bank Indonesia (BI) adopted a pro-growth stance by reducing the Bl Rate by 25 bps to 5.75% (Cons: 6.00%, KBVS: 6.00%,
Prev: 6.00%). This decision was accompanied by a corresponding 25 bps reduction in the Deposit Facility Rate to 5.00% and the Lending Facility
Rate to 6.50%. This marks a departure from Bl's cautious pro-stability approach over the past year, during which it has been focused on minimizing
Rupiah volatility to avoid higher financial market transmission risks, including capital outflows and imported inflation concerns in the domestic
real sector.

The shift in policy from pro-stability to pro-growth reflects Bl's intent to stimulate the economy. This rate cut is expected to lower domestic
yields and funding costs, encouraging greater credit disbursement and supporting stronger economic growth. BI’s discretionary monetary policy
aligns with the nation’s need for economic stimulus, aiming to bolster investment, create jobs, increase disposable income, and enhance tax
revenue and tax ratios in the long term.

The decision also takes into account Indonesia's inflation, which reached a record low of 1.57% YoY in Dec ‘24. This unprecedented low inflation
level raises concerns about weakening consumer purchasing power, particularly given Indonesia’s consumption—driven economy and its status
as an emerging market, which typically experiences higher inflation and growth rates compared to advanced economies. With economic growth
expectations for 2024 leaning toward the lower end of Bl's target range of 4.7%-5.5% YoY, the rate cut could serve as a timely intervention to
reinvigorate growth.

However, challenges remain. Indonesia's trade surplus for 4Q24 stood at only USD9.18 bn, and the current account deficit (CAD), ongoing since
2Q23, persists as a key concern. Although Bl projects the CAD to remain between 0.5%-1.3% of GDP, the narrowing interest rate differential
between the Bl Rate and the Federal Reserve's rate—now at just 125 bps—has increased the risk of Rupiah depreciation. This concern materialized
shortly after the announcement, with the JISDOR Rupiah weakening to IDR 16,311 per USD (Prev: IDR 16,265 per USD) by Jan 15, 2024.

While the adoption of a more inward-looking monetary policy may elevate short-term risks of capital outflows and Rupiah volatility amidst global
imbalances and a flight to quality, the move could yield positive long-term impacts. It provides an opportunity to foster investment optimism
and strengthen consumer purchasing power, paving the way for sustained economic growth. As Bl navigates these trade-offs, its decision
underscores the delicate balance between addressing immediate market dynamics and nurturing an environment conducive to robust, inclusive

growth.
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Fig 3. US CPI Inflation Fig 4. Indonesia CPI Inflation
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Fig 5. Indonesia Portofolio Flow Fig 6. Indonesia FX Reserves
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Fig 7. Indonesia Trade Balance Fig 8. Indonesia Current Account
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Table 2. Fed Rate Probabilities, as of 15 Jan ‘25

MEETING PROBABILITIES
350-375 375-400 400-425 425-450

MEETING DATE
29-Jan-25

300-325 325-350

19-Mar-25 0.0% 0.0% 0.0% 0.5%
30-Apr-25 0.0% 0.0% 0.1% 3.7%
18-Jun-25 0.0% 0.0% 1.3% 12.3%
30-Jul-25 0.0% 0.2% 2.6% 15.9%
17-Sep-25 0.1% 0.6% 5.1% 20.8%
29-Oct-25 0.1% 1.1% 6.6% 22.8%

10-Dec-25 0.2% 1.6% 8.0% 24.3%
Source : CME Group - treated (2025)
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Disclaimer

This report is prepared by PT KB Valbury Sekuritas, a member of the Indonesia Stock Exchange, or its subsidiaries or its affiliates ("KBVS"), All the material presented
in this report is under copyright to KBVS. None of the parts of this material, nor its contents, may be copied, photocopied, or duplicated in any form or by any
means or altered in any way, or transmitted to, or distributed to any other party without the prior written consent of KBVS,

The research presented in this report is based on the information obtained by KBVS from sources believed to be reliable, however KBVS do not make
representations as to their accuracy, completeness or correctness, KBVS accepts no liability for any direct, indirect and/or consequential loss (including any claims
for loss of profit) arising from the use of the material presented in this report and further communication given or relied in relation to this document. The material
in this report is not to be construed as an offer or a solicitation of an offer to buy or sell any securities or financial products, This report is not to be relied upon in
substitution for the exercise of independent judgement. Past performance and no representation or warranty, express or implied, is made regarding future
performance, Information, valuations, opinions, forecasts and estimates contained in this report reflects a judgement at its original date of publication by KBVS and
are subject to change without notice, its accuracy is not guaranteed or it may be incomplete,

The Research Analyst(s) primarily responsible for the content of this research report, in part or as a whole, certifies that the views about the companies and their
securities expressed in this report accurately reflect his/her personal views, The Analyst also certifies that no part of his/her compensation was, is or will related to
specific recommendation views expressed in this report, It also certifies that the views and recommendations expressed in this report do not and will not take into
account client circumstances, objectives, needs and no intentions involved as a use for recommendations for sale or buy any securities or financial instruments.
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