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Bl Rate Maintained at 5.75% : Indonesia—U.S. Trade Negotiations Seen as a Key Forward—-Looking Factor

As expected, Bank Indonesia (BI) has decided to maintain its Bl Rate at 5.75% (Cons: 5.75%, KBVS: 5.75%, Prev: 5.75%). The Deposit Facility and
Lending Facility rates were also kept unchanged at 5.00% and 6.50%, respectively. This decision aligns with Bl's ongoing pro—stability and pro—growth
policy stance, which has been in place since last year. It aims to maintain inflation within the target range of 2.5+1%, support Rupiah stability in line
with its fundamentals amid rising global uncertainty, and bolster economic growth.

However, domestic liquidity conditions are tightening, mainly due to slowing third—party fund (DPK) growth. At the same time, Bl is striving to optimize
monetary policy transmission to further stimulate bank lending and financing to priority sectors that support economic growth and job creation. These
efforts are aligned with the government’s Asta Cita program and are being implemented through various macroprudential relaxations. Among these is
the increase in the Macroprudential Liquidity Incentive Ratio (KLM) from 4% to 5%, which took effect on 1 Apr ‘25. In addition, Bl has maintained: (i)
the Countercyclical Capital Buffer (CCyB) Ratio at 0%; (i) the Macroprudential Intermediation Ratio (RIM) within the range of 84-94%; (iii) the
Macroprudential Liquidity Buffer (PLM) at 5% with a 5% repo flexibility; and (iv) the Sharia PLM ratio at 3.5% with 3.5% repo flexibility.

Bl is also enhancing the implementation of the Foreign Funding Ratio (RPLN) to encourage banks to strengthen liquidity management and increase
credit disbursement to the real sector. This is in line with the mandatory 100% placement of Natural Resource Export Proceeds (DHE SDA) in the
domestic financial system for a one—year holding period, effective 1 Mar ‘25, as stipulated in Government Regulation No. 8/2025, which revises
Regulation No. 36/2023.

Meanwhile, Bl notes that rising global trade tensions remain a potential source of volatility, posing risks to the domestic economy via both trade and
financial channels. On the trade front, the risks include: (i) first (direct) effects, such as heightened U.S. inflation risks and slower U.S. economic
growth (the IMF recently cut its 2025 U.S. growth forecast to 1.8% YoY from 2.5% YoY), which may reduce demand for Indonesian exports; (ii)
secondary effects, including a broader slowdown in global trade; and (jii) tertiary effects from potential shifts in global supply chains, as countries
respond to the "Trump tariffs" through reciprocal tariffs or trade negotiations. From the financial channel perspective, this uncertainty may further fuel
global risk—off sentiment, resulting in: (i) capital flight to safe—haven assets, particularly gold; (ii) sell-offs in U.S. financial markets amid concems
over declining corporate earnings and rising fiscal deficits; and (i) a stronger inclination toward interest rate cuts by the Federal Reserve and other
central banks as countercyclical measures to cushion real sector downturns.

Additionally, we foresee price channel risks, particularly from increased import prices for raw and intermediary goods—categories that represented
72.50% of Indonesia's total imports as of Mar ‘25. Against this backdrop, it is not surprising that Bl continues to prioritize inflation control and enhance
the effectiveness of monetary policy transmission to safeguard Rupiah stability. This includes a range of market—based instruments—such as Repo,
SRBI, SVBI, SuVBI, and SukBl—and active intervention in the Rupiah exchange rate through the spot, DNDF, and offshore markets since 7 Apr ‘25. Bl
has also supported government bond purchases to ensure SBN market stability and help contain the overall cost of domestic funding. These combined
efforts have led Bl to project that Indonesia’s economic growth in 2025 will likely fall below the midpoint of its target range of 4.7%-5.5%, in line with
our own projection of 4.9%-5.0% for the year.

Given these conditions, we view progress in Indonesia-U.S. trade negotiations as a critical factor for maintaining macroeconomic stability. On the
trade side, such negotiations are essential to safeguard Indonesia’s export market, as the U.S. is Indonesia’s second-largest export destination with
a share of 11.60% in Mar ‘25. They also offer opportunities to diversify export markets, such as through the acceleration of the Indonesia—EU
Comprehensive Economic Partnership Agreement (IEU-CEPA), which is targeted for completion in mid—2025. From an invesiment standpoint, we hope
these negotiations will open doors to increased U.S. direct and portfolio investment in Indonesia, supporting capital inflows and expanding domestic
liquidity. Furthermore, improved trade ties could help stabilize Rupiah sentiment and reduce imported inflation risks, thereby preserving room for future
Bl Rate cuts. This outlook is supported by current inflation dynamics, with core inflation at 2.48% YoY and headline inflation at 1.03% YoY as of Mar
‘25.
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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 23 Apr ‘25
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18-Jun-25 0.0% 0.0%
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17-Sep-25 0.0% 0.0%
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10-Dec-25 0.7% 12.1%
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