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Bank Indonesia Rate Decision

Unexpectedly raises policy rate to 6.25% amid falling rupiah

e Bank Indonesia (Bl) raised the Bl rate by 25
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households despite higher interest rates.
e Optimistic on GDP growth outlook and
inflation projection

— GDP: Bl retained its growth forecast range at 4.7% - 5.5% (2023: 5.1%) as it expects the domestic economy to
remain resilient with growth in the 1Q24 and 2Q24 to be higher than the 4Q23 amid strong domestic demand
especially coming from household consumption.

— Inflation: BI believes that inflation will stay within its 2024 target range of 1.5% - 3.5%, despite a slight rise from
last year’s 3.7%. However, there is increasing price pressure, with headline inflation in March edging up to 3.05%
(Feb: 2.75%). Nevertheless, core inflation remained low (1.73%; Feb: 1.68%) with ample economic capacity to
respond to domestic demand.

— Rupiah: The rupiah remained pressured by the impact of a strengthening US Dollar. Compared to the end of 2023,
the rupiah fell by 4.8%, lower than the decline recorded by baht (-5.9%), but slightly above ringgit’s fall (-4.0%).

e Bl may be done with hiking rates, but a pivot towards easing still seems remote in the near term

—  While we believe yesterday's decision was rather unnecessary, it appears that escalating geopolitical tensions in
the Middle East and a better-than-expected US economy continue to exert pressure on rupiah’s stability. The need
to maintain the currency’s stability outweighed the expected controlled inflation rate and rising risk of slower
economic growth, in line with its primary mandate. With that said, we revised our policy rate projection in 2024 to
a two-rate cut from the previous three which is expected to occur in the 2H24, settling the year-end BI rate at
5.75%. Nonetheless, the chances of a rate cut also hinges on the policy direction of the US Fed.

— USDIDR year-end forecast (15,057; 2023: 15,493): The current high interest rate and improving economic
outlook may continue to support the rupiah in the near term. However, escalating geopolitical tensions may limit
the upside bias for the local note to strengthen with the US Fed may hold its interest rate higher and longer, putting
pressure on the rupiah. Nevertheless, we continue to believe that the rupiah will gradually strengthen towards the
end of the year as we still expect a reduction in US Fed funds rates to happen in the 2H24.

Source: Bloomberg, Kenanga Research
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| Table 2: Board of Governor (BOG) Meeting Schedule for 2024/ KIBB Outlook

No. Date KIBB Research Outlook Bl Decision
1st 16-17 January (Tue and Wed) M No change No change
2nd 20-21 February (Tue and Wed) | No change No change
3rd 19-20 March (Tue and Wed) M No change No change
4th 23-24 April (Tue and Wed) o No change 25 bps hike
5th 21-22 May (Tue and Wed) O No change
6th 19-20 Jun (Wed and Thu) O No change
7th 16-17 July (Tue and Wed) O No change
8th 20-21 August (Tue and Wed) O No change
9th 17-18 September (Tue and Wed) O 25 bps cut
10th 15-16 October (Tue and Wed) O No change
11th 19-20 November (Tue and Wed) O 25 bps cut
12th 17-18 December (Tue and Wed) O No change

Source: Bank Indonesia, Kenanga Research

For further information, please contact:

Wan Suhaimie Wan Mohd Saidie Muhammad Saifuddin Sapuan Afiq Asyraf Syazwan Abd. Rahim Nurul Hanees Hairulkama
Head of Economic Research Economist Economist Economist
wansuhaimi@kenanga.com.my saifuddin.sapuan@kenanga.com.my afigasyraf@kenanga.com.my nurulhanees@kenanga.com.my

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to the
specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This document
is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees. Kenanga
Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document or any
solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or employees
may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or otherwise, and may
receive brokerage fees or act as principal or agent in dealings with respect to these companies. Kenanga Investment Bank Berhad being a
full-service investment bank offers investment banking products and services and acts as issuer and liquidity provider with respect to a security
that may also fall under its research coverage.

Published by:

KENANGA INVESTMENT BANK BERHAD (15678-H)
Level 17, Kenanga Tower, 237, Jalan Tun Razak, 50400 Kuala Lumpur, Malaysia
Telephone: (603) 2172 0880 Website: www.kenanga.com.my E-mail: research@kenanga.com.my

conanga N

Page 2 of 2



http://www.kenanga.com.my/
mailto:research@kenanga.com.my
mailto:wansuhaimi@kenanga.com.my
mailto:saifuddin.sapuan@kenanga.com.my
mailto:afiqasyraf@kenanga.com.my

