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Executive Summary

= BI maintained the policy rate at 6%, driven by the recent sharp turn in global market outlook
amid Trump's sweeping victory in the US Election.

» Trump’s tariff and deportation policies could lead to higher US inflation and/or stronger Dollar,
both equally unappealing outcomes for Indonesia.

»= Rupiah has weathered the “Trump trade” quite well, due to BI's continuation of FX intervention
and SRBI issuance strategies.

» Given tightening liquidity conditions in Indonesia and global markets, the government may be
pushed to find more “creative” financing strategies, such as Danantara SWF or a third round of
tax amnesty.

e BI kept its policy rate at 6.00% for the second consecutive month, affirming a conservative
turn after its 25-bps cut in September. This decision mirrors the sharp turn in global market
outlook, which has driven capital outflows and Rupiah depreciation since October.

e The elephant in the room, of course, is the election of Donald Trump for a second term, which
raises fears over tariffs, mass deportations, and larger federal deficits—among many others.
Furthermore, the GOP’s clean sweep over Congress and his cabinet appointments so far has
reduced the hopes that Trump would have his power checked or that he would take a more
pragmatic approach. Full-speed Trumpism seems to be the new baseline, and the market is
reeling from it.

e One common reasoning is that tariffs and deportations would lead to higher US inflation, in
turn reducing the scope by which the Fed can cut rates next year. BI appears to agree with
this assessment, as they now also expect (like the market consensus) that the Fed may only
cut by a further 50 bps in 2025—as opposed to 75-100 bps a scarce two months ago.

e There is also another, equally troubling, possibility. When Trump launched a salvo of tariffs
against China in 2018, the USD soared against the CNY and other emerging currencies. This
stronger Dollar benefited US consumers, as they offset the tariff impact, and generally shifted
the burden towards Chinese consumers instead. As such, the political cost (for Trump) to
implement more of such tariffs may not be as high as imagined.

e From Indonesia’s perspective, none of these looks appealing. Despite not being a prime target
for industrial relocation from China (unlike, say, Vietnam), Indonesia’s trade surplus against
the US may put it in Trump’s crosshairs. Meanwhile, a stronger Dollar also implies weaker
commodity prices, especially against the backdrop of industrial oversupply in China.



So far, BI has weathered the “Trump trade” storm as well as it could. The Rupiah’s 4.1%
depreciation against the USD since Oct 15t compares favourably with most other currencies,
thanks largely BI's now well-tested playbook of FX intervention and SRBI. BI is again issuing
large amounts of SRBI thus far in November (IDR 70 Tn), to attract more foreign inflows but
also to offset the large amount of maturing SRBI in the month (IDR 96 Tn). Yields on 12M
SRBI has also risen by about 25 bps (to 7.07%) since late September.

Given these changes, our previous baseline—with the Fed’s terminal rate at 3.50% and BI
Rate at 4.50%—is no longer tenable, and instead we may be looking at, respectively, 4.00%
and 5.00% instead. We cannot disregard the chances of deeper cuts, driven quite possibly by
fiscal dominance in the US, but the timeline for these may be shifted further to late 2025 or
even 2026—in time with potential post-tariff deals, the end of Jerome Powell’s tenure, and
mid-term elections.

As before, BI continues its balancing act between a more conservative rate policy and more
dovish macroprudential ones. But the room for macroprudential actions is getting very small
indeed, and consequently its latest move—extending the policies on minimum credit card loan
payments and late fees—looks like tinkering at the margins.

The main bottleneck for Indonesian growth remains liquidity, as banks have generally seen
much faster loan growth than deposit growth, while the government has had to dip into its
excess fund placements at BI this year. Given the issues with global liquidity, then, “creative”
financing strategies by the government—Ilike the Danantara SWF or even a third round of tax

amnesty—may well be the main option left to unlock faster growth next year.



Panel 1. SRBI net issuance continues while Rupiah depreciates
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Panel 2. Indo yield curve goes up following hawkish fed rate expectations
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Panel 3. Loans to deposit ratio climbs up even as loans slow down
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Panel 4. Rupiah depreciates even as real rate differentials widen
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Selected Macroeconomic Indicators
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Indonesia - Economic Indicators Projection

2019 2020 2021 2022 2023 2024E

Gross Domestic Product (% YoY) 5.0 -2.1 3.7 5.3 5.0 5.0
GDP per Capita (US$) 4175 3912 4350 4784 4920 5149
Consumer Price Index Inflation (% YoY) 2.7 1.7 1.9 5.5 2.6 1.9
Bl 7-day Repo Rate (%) 5.00 3.75 3.50 5.50 6.00 5.75
USD/IDR Exchange Rate (end of the year)* 13,866 14,050 14,262 15,568 15,397 15,947
Trade Balance (US$ billion) -3.2 21.7 35.3 54.5 37.0 29.3
Current Account Balance (% GDP) -2.7 -0.4 0.3 1.0 -0.1 -0.7

*Actual number
** Estimation of Rupiah’s fundamental exchange rate
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